We are among the best. 
Where do we go from here? 


corporate profile An energy company with $5 billion in assets, TransAlta is the leading producer of independent power in 
Canada. The company is the major supplier of electricity within Alberta and operates in Ontario, New Zealand, Australia and the 


__ United States. TransAlta has interests in electricity generation, gas and electricity distribution, energy services and energy marketing. 


The corporation is organized into five business segments, each with a clearly defined strategic mandate: Generation, Transmission 
- & Distribution, Independent Power Projects, New Zealand and Energy Marketing. These segments work together, creating a regionally 
focused and vertically-integrated energy company committed to growth. 
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LETTER TO SHAREHOLDERS 


1998 Highlights 
Dividends increase | 


Strong financial performance provided our shareholders with their first dividend increase since 1990. 


Common shareholders’ equity grows | 


The return on common shareholders’ equity rose to 12.3 per cent. 


Earnings shift continues | 


Non-regulated business now accounts for 26 per cent of net earnings. 


Expansion funds generated | 
A new eauity issue and the creation of TransAlta Power, L.P. raised $486 million for new projects 


and acquisitions. 


Independent power expands | 


465 megawatts of new generation capacity contracted in Alberta, Ontario and Australia. 


Top spot taken in New Zealand | 
Acquisitions of the retail marketing businesses of Power New Zealand and SouthPower put TransAlta 


on top with approximately 30 per cent retail market share. 


Focused growth strategy | 
Gains made in Ontario, the United States, Australia and New Zealand provided a platform to exit 


Argentina and absorb a $72.1 million asset write-down. 


As you look at the highlights of 1998 above it is clear that TransAlta had a very dynamic year. At the same 
time, rate decreases were imposed on our regulated operations by the Alberta Energy and Utilities 
Board, creating an even larger requirement to grow our non-regulated businesses. Our company 
remained focused, met the challenges and delivered strong results to our shareholders. We intend 


to maintain this disciplined focus as we go forward. 


The board of directors has worked closely with management to develop the business strategy we need 


to support our growth targets. We have many strengths that are key to delivering on these targets. 


Stephen G. Snyder 


PRESIDENT & CHIEF 
EXECUTIVE OFFICER 


Our core competencies remain generation, transmission and distribution. Our more recently developed 
capabilities in independent power projects — from development, engineering, design and construction 
to operations — have all improved dramatically over the past five years. We are now the world’s 
largest operator of GE LM6000 state-of-the-art turbine engines. Our operating efficiencies are at the 


high end of the top quartile of performers worldwide. 


We've learned a lot being in New Zealand, not the least of which is how to operate both internationally 
and in deregulated markets. That experience has also shown us the value of establishing a strong 


customer base to ensure a long-term demand for our generation supply. 


We have found that synergies exist in leveraging all the elements of our business segments in the 
markets we serve. Put simply, the sum of our business activities creates greater competitive advantages 
in markets where we can leverage these strengths. Some of our competitors have strategies focused 

on specific sectors of the business. It is our intention to pursue a more vertically-integrated strategic 


approach, linking generation to customers. We want to be in markets where we can develop scale and 


January 

TransAlta announces 

a proposal to sell a 
49.99 per cent interest 
in its three Ontario 
cogeneration plants. 


LETTER TO SHAREHOLDERS 


be a low-cost producer. The regions we select may be a province (Alberta, Ontario), a geographic area 
(Pacific Northwest) or even a country (New Zealand, Australia). Often our point of entry will be an 
independent power project that, combined with our energy trading operations, gives us the needed 


market insights before we commit to major investments. 


Our operational skills, combined with a strong balance sheet, position TransAlta advantageously in 


a capital intensive industry at a time when capital markets are tightening. 


Our board of directors and management are aware of the inherent risks in any growth strategy, 
especially for a historically regulated company that has been primarily focused in one market. New 
risk assessment, monitoring and measurement systems have been developed to ensure appropriate 
risk management. TransAlta has a long-term goal to maintain a conservative debt-to-equity ratio to 
reflect any increased risk of operating in less regulated markets. Although debt may increase over 
the short-term, to support immediate growth opportunities, we will move quickly to reduce it in 
future years. It is not our intention to reduce the dividend to fund this growth — in fact, last year we 


raised the dividend for the first time since 1990. 


During 1998 we implemented a new organization structure to better support our new strategic thrust. 
Four business segments were created — Generation, Transmission & Distribution, Independent 
Power Projects and Energy Marketing — each led by an executive vice-president. TransAlta New 
Zealand is our fifth business segment. Our centralized corporate functions were also redesigned 


to more cost effectively support these segments. 


Any structure is only as good as its people. Over the past two years we have substantially changed our 
employee demographics to respond to changing skill requirements. Today, 20 per cent of our employees 
have joined TransAlta within the last year bringing new skills and ideas, and to broaden the skills of our 


experienced employees, 50 per cent are in new positions compared to three years ago. 


MONTH-BY-MONTH KEY CORPORATE EVENTS 


February 

TransAlta Energy 
announces record 
earnings for 1997. 
Comparable net 
earnings, adjusted 
for one-time items, 
increased by 70.2 per 
cent to $41.7 million. 


March 

TransAlta and Husky 
partner to build a $160 
million cogeneration 


project, which will 


provide SaskPower 


with 215 megawatts 


of power annually by 
December 1999. 


April 

Strong demand enables 
TransAlta to complete 
its initial offering of 


29.6 million units of 


the TransAlta Power 
Limited Partnership 
within 60 days. 


May 

TransAlta takes the lead 
donor position as the 
Calgary Zoo launches 
the TransAlta Tropical 
‘Africa Pavilion, a 
‘40,000 square foot 
total-experience indoor 
jungle, scheduled to 
open in 2002. 


June 

TransAlta wins a 

$430 million, 535 
megawatt cogenera- 
‘tion project in the 
‘Sarnia area. The 
‘customers include 
Bayer, Dow Chemical, 
Imperial Oil, Montell, 
INOVA, Shell and Sunoco. 


ANNUAL REPORT 1998 


Performance-based compensation has been introduced to align employee efforts with the business 
strategy. In early January 1999, our board of directors authorized the issuance of 500 share options to 
every full-time employee in the company, tied to earnings per share performance. Only as earnings 
per share increase will these benefits be triggered for employees. 


In addition to focusing on key fundamentals of strategy, organization and people, TransAlta has faced 
other challenges in 1998. 


The issue of greenhouse gas emissions (GHG) is on the front page of political policy, the press and 
the scientific community. TransAlta has been a leader for many years in accepting the challenge to 
reduce GHG emissions. We continually meet and exceed our targets, but we know we have to do 
more. Throughout 1998, we have been actively engaged in policy development efforts tied to federal 
and provincial government priorities. We believe there are alternatives to punitive economic actions 
that will impact every Canadian if policy decisions attempt to force accelerated reduction targets 
over the next 10 years. Comprehensive offset programs as well as improvements in technology and 
Operating practices can contribute substantial progress to the issue. TransAlta upholds values that 
are truly dedicated to lessening impacts on the environment. We also believe the public needs to 
make informed choices. We continue to dedicate more resources to our sustainable development 
area and have slated this as a top priority in 1999. 


By now, everyone has heard about Y2K. In many discussions tied to this issue, fears of power outages 
are raised. We have been very aggressive in planning for this event. TransAlta is an acknowledged 
leader in North America for proven Y2K readiness. At time of writing, all of our Alberta thermal 

generation units have operated for some time with their clocks advanced to reflect the January 2000 


transition. No major problems have been found and all units kept operating through the date rollover. 


July 

The Company's new 
call centre officially 
pens. TransAltaOnCall 
Provides 24-hour toll- 
free customer service 
and the dispatching 

of maintenance 

and repair services 
throughout Alberta. 


/August 

Financial markets 
succumb to a sudden 
and rapid downturn. 
TransAlta's strong 
balance sheet ensures 
stock price recovers 
quickly and credit 
rating is not affected. 


|September 

TransAlta and Air Liquide 
Canada Inc. begin con- 
|structing a $60 million 
jcogeneration plant, 
lwhich will produce 120 
imegawatts of electricity 
annually, at Dow 
Chemical Canada’s 
Fort Saskatchewan 
facility. 


{October 

TransAlta’s quarterly 
common share dividend 
is increased by half a 
\cent to $0.25 per share. 
|>Acquisition of South- 
|Power makes TransAlta 
|the largest electricity 
|retailer in New Zealand. 


|November 
{TransAlta issues nine 
Imillion shares to raise 
{$207 million. >The 
lcompany is one of 
lonly four companies 
recognized world-wide 
iby the World Business 
(Council for Sustainable 


Development. 


|December 
TransAlta becomes the 
|second largest electricity 
Leerater in Western 
‘Australia by purchasing 
ithe Western Australian 
lelectricity assets of 
iwMc Resources Ltd. 


for $195 million. 
| 
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In 1999, we will work with suppliers, customers, adjacent utilities and networks to build even more 


confidence around compliance. We have dedicated $30 million to ensure what should be a smooth 
transition to the new millennium. 


Finally, a comment on deregulation. As we stated in last year’s report, TransAlta has beena strong 
supporter of less regulation, believing that a competitive marketplace ultimately provides consumers 
with the best service and the lowest costs. To that end, we have fully co-operated in the process 
developed by the Government of Alberta to create the rules and regulations necessary to implement 
regulatory reform. We will continue to co-operate but we have some concerns. The process is rapidly 
becoming burdened with even more rules, complexity and details — not less — potentially resulting 
in higher costs for Albertans. 


Efforts to negotiate a rate settlement for the year 1999/2000 failed and we are faced with the prospect 
of yet another protracted rate hearing case. The case begins in March 1999 and, if it follows the pattern 
of previous hearings, it is unlikely that rates will be determined until the end of 1999. The rates which 
are the outcome of this case form the baseline for negotiation of the power purchase arrangement (PPA) 
contracts scheduled to be auctioned in early 2000. We think it will be challenging for the province of 
Alberta to meet the timetable set. We continue to press for action in this area. 


We want to acknowledge Dick Haskayne for his significant contribution to the board and the company. 
A director of TransAlta since 1991 and chair since 1996, Dick left the board when he accepted the chair 

of newly formed TransCanada Pipelines Limited. Dick provided exceptional leadership to the company 
during a critical period in its history. We thank him for his dedication and commitment. 


TransAlta accomplished some great leaps forward in 1998. It’s natural to ask, “Where do we go from 

here?” Many of the actions reported will boost our earnings per share in future years. As we head into 
1999, we are clear on both the challenges and opportunities we face, but remain focused and confident 
that we will be able to report new successes to our shareholders a year from now. We thank those 
who invest in TransAlta for your continued faith in us. We also thank our employees whose hard work 


Atay Le 


Stephen G. Snyder 
President & Chief Executive Officer 


guards and grows your investment. 


_— — 
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John T. Ferguson 
Chair of the Board of Directors 
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Business Segment 


Generation 


Transmission & Distribution 
(T&D) 


Independent Power Projects 


(IPP) 


New Zealand 


Energy Marketing 


Profile 


> 38 per cent of assets >45 per cent of operating income 
>three coal-fired (plus 50 per cent ownership of a fourth) 

& 13 hydroelectric generating plants in Alberta with a total 
generating capacity of 4,500 megawatts > operates six of 
the 10 best-operated generating units in Canada* > thermal 
generating units identified as best performers in seven out of 12 
indicators from among 400 fossil-fuelled units around the world** 


>23 per cent of assets > 35 per cent of operating income 
>110,000 kilometres of distribution lines > 11,000 kilometres of 
transmission lines > 358,000 retail customers throughout Alberta 


>20 per cent of assets > 8 per cent of operating income 
>five plants in operation in Alberta, Ontario and Australia 
with a combined generating capacity of 610 megawatts 
> six plants either under construction or in development in 
Alberta, British Columbia, Ontario and Australia with a 
combined generating capacity of 1,480 megawatts 


> 15 per cent of assets > 12 per cent of operating income 
>assets have grown from 0 to $800 million since 1993 
>550,000 electricity and gas customers in New Zealand's key 
urban markets > contributes approximately 10 per cent of the 
country's power generation 


>4 per cent of assets > 0 per cent of operating income 
>sales of kilowatt-hour energy bundled with related value-added 
products > positive revenues from trading in electricity and gas 


* 1996 Generation Equipment Status Annual Report prepared by the Canadian Electricity Association 


** 1997 UMS Group, Inc. PACE Survey 1997 


Industry Outlook 


Increasing competition in Alberta’s deregulating market where 
economic growth is fueling growing demand. Transition period 
to deregulation is characterized by a degree of uncertainty and 
some fluctuation in electricity prices. 


T&D's low risk profile can be maintained because it is expected to 
remain largely regulated in Alberta. Growth will be determined 
principally by the long-term performance of the provincial economy. 


As electricity markets deregulate, there are more opportunities 
for new independent generation to come on-stream. Our niche is 
customized gas-fired cogeneration for large industrial customers. 
The industry is moving toward plants that generate power beyond 
that which is contracted for sale in the open market. Gas is the 
fuel of choice for its economic and environmental advantages. 


Industry reform continues to create both opportunity and some 
uncertainty. Recent reform has resulted in a split between the wires 
business and generation and retailing. The expected privatization 
of the state-owned generators will create opportunities to acquire 
new assets. Financial strength, combined with a critical mass of 
generation assets and retail customers, is required for success. 


North America’s $350 billion electricity market offers enormous 
potential as it deregulates. Immediate market opportunities exist 
where deregulation is advancing quickly. Retail and wholesale 
gross margins will shrink in the early years of deregulation and 
stabilize when the market matures. 


Growth Strategy 


Grow generating capacity, diversify fuel base and acquire 
geographically diverse assets. Focus on operational excellence 
to reduce costs, increase productivity and stay ahead of the 
competition. Stabilize revenue in existing markets through 20 
year power purchase arrangements beginning in 2001. 


Build on 14 per cent productivity improvements in 1998 and 
continue to make substantial improvements in customer service. 
T&D assets generate cash flow to finance growth. Seek 
transmission asset growth in new markets over the longer term. 


Exploit the combined strengths of low-cost operations, financial 
and marketing capability and our hard-won reputation for reliability. 
Expand geographic focus within North America and Australia. 


Focus on maintaining market leadership in energy retailing. 

Continue to actively promote competition and pursue growth 
opportunities in the areas of generation and energy retailing. 

Drive for productivity and low costs as newly acquired assets 
are integrated. 


Sell power and new products in targeted regional markets. Trading 
operations will continue to provide critical market knowledge as 
well as generate increased income. Management controls will 
minimize earnings volatility. 


TRANSALTA AT AG 


GAS POWERED PLANTS 
TRANSALTA’‘S GAS POWERED PLANTS (UNDER CONSTRUCTION OR 
IN DEVELOPMENT) 
AREAS OF 
OPERATION TRANSMISSION & ENERGY MARKETING 


DISTRIBUTION SERVICE AREA TRADING AREA 


o COAL POWERED PLANTS @ HYDRO POWERED PLANTS 


Lloydminster 
(SaskPower) 
215 MW. 


Alberta 


> 358,000 electricity 
customers 


> 11,000 km of 
transmission lines 


Alberta Areas of Operation 


Edmonton 
1 Horseshoe 9 Spray 17 Keephills 
13.9 MW 102.8 MW 754 MW 
2 Kananaskis 10 Three Sisters 18 Sheerness 
18.9 MW 3 MW 732 MW 
3 Ghost 11 Rundle 
19 Fort 
50.9 MW 49.9 MW Saskatchewan 
4 Cascade 12 Brazeau (Dow) 
35.9 MW 355 MW 120 MW 
5 Barrier 13 Bighorn 20 Cold Lake 
12.9 MW 120 MW . (Imperial Oil) 
6 Bearspaw 14 Fort McMurray 215 MW 
16.9 MW 265 MW 34: Edinonton 
7 Pocaterra 15 Wabamun (City of 
14.9 MW 569 MW. Edmonton) 
8 Interlakes | 16 Sundance Co-composter 
5 MW 1987 MW 


New Zealand 


> 525,000 electricity 
customers 


> 25,000 gas customers 


Auckland (Southdown) 
131 MW 


Kalgoorlie (Western Mining) 
250 MW 


Stratford (Taranaki) 
376 MW 


Kalgoorlie 
(Normandy Mining) 


110 MW Wellington 


Australia 


> 500 km of 
transmission lines Christchurch 
> 8.82 per cent 
a interest in Goldfields 
Gas Transmission Pipeline 


“INSET MAPS NOT TO SAME SCALE 


wer evocrsonemeso comes, 


a 


Tod 


Ontario 


> electricity sold into the 
Ontario power grid 


> steam sold to key 
industrial customers 


Mississauga 
110 MW 


TransAlta Corporation 


Generation | TransAlta is one of the world’s 
leading power plant operators. We are on 
target to take advantage of the emerging 
opportunities presented by new markets 
nan increasingly deregulated environment. 


We have the knowledge and experience to 
evaluate and operate emerging generation 
technologies. Our restructuring efforts will 
ensure sustained first quartile performance. 
Acquisitions are being targeted to enable us 
to grow in select international markets and 
diversify our fuel base. 


Transmission & Distribution | 


Substantial cost savings, productivity and 
service improvements have been realized 
with the launch of TransAltaOnCall, our 24-hour 
call centre. Other innovative programs include 
reliability-centred maintenance, automated 
dispatch and system control upgrades. We 
continue to seek out additional opportunities 
for improvement. 


TransAlta Corporation 


Independent Power Projects | We are 
focused on growing in regional markets 
where we have an established presence. 
We are close to achieving the ambitious | 
target of doubling our IPP capacity by 2001. 


Our independent power business grew substan- 
tially in 1998. Construction began on the Lloyd- 
minster (215 MW) and the Fort Nelson (45 MW) 
plants and, in early 1999, the Fort Saskatchewan 
(120 MW) plant. Through acquisitions, we became 
the second largest electricity company in Western 
Australia. By 2003, we intend to have 2,400 MW 
in operation worldwide. 


New Zealand | We are well on track to 

becoming the country’s market leader in 
generation and energy retailing. Our rapid 
progress has been achieved by ensuring 
our customers continue to receive the most 
competitive energy supply in New Zealand. 


In five years, TransAlta has become the largest 
retailer of electricity in New Zealand. The sale 
of our local distribution lines positioned us to 
pursue market leadership in both energy retailing 
and generation. We have learned how to succeed 
in a deregulated market— and can profitably 
apply this knowledge to lead the way in other 
deregulating markets around the world. 


We are focused on the purchase and sale of 
power to wholesale, industrial, commercial and 
mass market customers. Energy trading activities 
tied to physical and financial markets will Support 
marketing and IPP growth. The knowledge and 

the systems are now in place to succeed in this 
highly competitive marketplace. 


Our sights are firmly 
set on growing our energy marketing 
business through sales and trading 
activities in Alberta, Ontario, the Great 
Lakes and the Pacific Northwest regions. 


We have made excellent progress to refine our strategy 
during the transition of the electricity industry. We recognize 
that the execution of that strategy i in our daily operations is 
pivotal to delivering sustained growth for our shareholders. 


We are focused on the purchase and sale of 
power to wholesale, industrial, commercial and 
mass market customers. Energy trading activities 
tied to physical and financial markets will support 
marketing and IPP growth. The knowledge and 

the systems are now in place to succeed in this 
highly competitive marketplace. 


Our sights are firmly 
set on growing our energy marketing 
business through sales and trading 
activities in Alberta, Ontario, the Great 
Lakes and the Pacific Northwest regions. 


World-class performance in the utility industry is not something arrived at overnight. 
It is achieved through the constant and disciplined application of knowledge, effort and 


technology — day in, day out over many years. TransAlta's reputation for operational ee 


excellence was not easily won. We won't give it up either. 


Previous page: Welding a flange onto a pipe 
at the Keephills generation plant. Left: Work 
progresses on the construction of the Lloyd- 
minster cageneration plant that TransAlta is 

building in}partnership with Husky Oil. Above: 


Repairing p coal mill at the Keephills plant. 
| 


{ 


TransA i 
Ita employees are dedicated to managing and caring for our $5 billion in assets 
They are constantly looking for, and finding, better ways to make and distribute electricity 


to our I 
customers. Steady improvement comes from systematic inquiry, quiet determination 


and a refusal to accept the status quo. 


emp yees, customers and the community. Ensuring electricity is in constant supply requires 


exten iv 


Top left: Detail of a water chemistry 
sampling system. Bottom left: Detail 
of a 500 kilovolt transformer bushing 
and transmission towers near the 
Langdon sub-station. Right: Insulated 
steam lines inside the Keephills plant. 
Following pages: Detail of a turbine 
valve on a control pedestal. A lineman 
Ws 2 with a hotstick prepares to climb a power 


pole on a routine check. 


MN 7 
AAs 
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We have made excellent progress to refine our strategy 

during the transition of the electricity industry. We recognize 
that the execution of that strategy in our daily operations is 
pivotal to delivering sustained growth for our shareholders. 


corporate 
citizenship 
report 
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CORPORATE CITIZENSHIP 


Since 1911, TransAlta has served Alberta communities by providing them with electricity. Our involvement 
with the communities in which we operate has always been about much more than this. By exemplifying 
good corporate citizenship, we believe we can create stronger communities, help young people achieve 


their full potential and promote a greener future. 


In 1998, we brought programs and activities to over 170 communities, lighting up people’s lives both 


literally and metaphorically. 


Investing in our communities | This past year, TransAlta donated $1.6 million to numerous 
non-profit organizations. Education and environment, health, the aboriginal community and the United 


Way were key sectors that were targeted for our support. 


Other initiatives have taken premier events and venues to new heights. For the second consecutive 
year, we were the exclusive sponsor of the Calgary Stampede’s nightly fireworks finale and announced 
a major new partnership with Edmonton’s Fringe Theatre Adventures, producers of North America’s 
largest alternative theatre festival. The Calgary Zoo's growing international reputation has been enhanced 
by our participation in the winter light festival and the building of the new TransAlta Tropical Africa 


Pavilion which is scheduled to open in 2002. 


Over the past seven years, TransAlta employees have donated, with corporate matching, $3.5 million 
to the United Way. TransAlta also played a leadership role in raising the largest amount ever by the 
Alberta Capital Region of the United Way. These funds make it possible for non-profit organizations to 


offer important programs and services to all Canadians — including our customers and employees. 


Sharing time and knowledge | Education remains a top priority for TransAlta. Our employees 
donate hours of volunteer time to work one-on-one with children at St. Monica's, an inner-city school 
close to our head office. Across Alberta, TransAlta linemen volunteer their time to teach the basic 


rules of electrical safety to elementary school students. Each year, TransAlta distributes more than 


1998 CORPORATE CITIZENSHIP EVENTS REVIEW 


January 

TransAlta and 
Wabamun area com- 
munities in Alberta 
form a new advisory 
group to help the 
company evaluate the 
effects of its Wabamun 
plant operations on 
Lake Wabamun. 


February 

TransAlta chips more 
than 10,500 Christmas 
trees in 19 communi- 
ties throughout Alberta. 
This environmentally 
friendly disposal 
process produces 
mulch for participating 
municipalities’ land- 
scaping projects. 


March 

The Grace Women’s 
Health Centre in Calgary 
unveils a $350,000 
state-of-the-art breast 
biopsy unit purchased 
by TransAlta as part of 
the company’s long- 
term commitment to 
women’s health. 


April 

TransAlta funds the 
Lake Literacy program 
for schools across 
Parkland County. This 
educational program 
gets students involved 
in lake ecology and 
supports the Alberta 
science curriculum. 


May 
TransAlta completes 
construction of a 


wildlife crossing over a 


water canal near the 
company’s Cascade 
Hydro operations in 
Banff National Park to 
improve the movement 


lof wildlife in the area. 


June 

TransAlta makes a 
donation to the Eagle 
Spirit Development 
‘Corporation of Alberta 
to assist in building 

a business and 
conference centre 
to help Aboriginal 
people develop 

new businesses. 


(continued on pg 24) 


Good corporate citizenship helps to create stronger 
communities, Supports young people in achieving their 


full potential and promotes a greener future. 


Left: Kelsey shows determination to reach the top of 
playground equipment purchased by TransAlta and 
built by employees and their families. The equipment 
is located in a children’s playground in Wabamun Park. 
Below: TransAlta retiree Darrell Huffman volunteers 
to help Laura, a student from Keephills School, plant 
one of the 25,000 ForEver Green tree seedlings 
distributed by TransAlta’s ForEver Green program. 


a 
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25,000 tree seedlings to grade three students, along with information about behaving safely around 


trees and power lines. 


Not content just to donate funds, TransAlta employees have also shown that they want to be involved 
in improving their communities in a hands-on way. More than 200 TransAlta employees generously 
volunteered their time during the “Days of Caring” component of our 1998 United Way Campaign. 
Projects included the funding and construction of a playground in Parkland County for special 


needs children and the painting of a youth group home in Calgary. 


Retired TransAlta employees have also been actively involved in volunteer work in their communities. 


The POWER (Projects Organized With Energetic Retirees) group dedicated 2,000 volunteer hours 
to 13 different projects ranging from the “Something Warm” campaign to collect second-hand 
clothing for the Calgary Drop-In Centre to raising money for the Royal Canadian Legion through their 
Remembrance Day poppy drive. 


Building our future | Our future success depends on a strong, diverse and well-trained workforce. 
We recognize that there is room for progress and we are Striving to further diversify our workforce 
through cultural awareness programs, community outreach and targeted recruitment and promotion. 

Our Leadership Development Program provides a rich source for recruiting new and diverse talent. 
Since 1970, the program has been developing leaders, many of whom now hold senior positions 

within the company, by rotating recent graduates through different functional work areas in the early 
Stages of their career. Our aboriginal scholarship and summer student employment programs have 


also proven to be an important means for diversifying the employee population. 


In addition to strengthening relationships with aboriginal communities, the company’s manager of 
Aboriginal Affairs plays a key role in promoting understanding and sensitivity to the aboriginal community. 


To this end, a total of 425 employees participated in Aboriginal Awareness Workshops last year. 


1998 CORPORATE CITIZENSHIP EVENTS REVIEW 


July 

Over 200,000 specta- 
tors view the TransAlta 
Lights Up the Night 
grandstand and the 
fireworks finale at the 
Calgary Exhibition & 
Stampede. TransAlta’s 
float wins best overall 
award at the Calgary 
Stampede Parade. 


August 

TransAlta sponsors the 
International Association 
of Volunteer Effort 


‘conference held in 


Edmonton — the first 
time that this bi-annual 
conference had been 
held in Canada. 


September 


The Pembina Institute 
for Appropriate 


Development ranks 


TransAlta’s Voluntary 


Challenge and Registry 
program progress report 
among the top two 
environment reports 

in Canada for the 
second year in a row. 


(October 

TransAlta employees 
pledge a record- 
breaking $404,328 to 
the 1998 United Way 
\Campaign (exceeding 
ithe employee target by 
$65,000). TransAlta’s 
total contribution to the 
campaign is $808,281. 


[November 

TransAlta announces 

a major multi-year 
partnership with Fringe 
Theatre Adventures 
(FTA) as the exclusive 
presenter of FTA’s pro- 
ductions, including the 
[Edmonton International 
Fringe Theatre Festival. 


\December 

The Calgary Zoo 
receives 89,000 
visitors to experience 
the second annual 
TransAlta Wildlights, 
a six-week long winter 
light spectacle with 
‘over 500,000 lights. 
(Over 100 TransAlta 
volunteers lend a hand. 


SUSTAINABLE DEVELOPMENT 


The actions we take today will have a lasting impact on future 
generations. That's why sustainable development is so important 
at TransAlta. We are committed to responsible and effective 
actions that balance the demands of environmental protection 
and economic growth. 


At TransAlta, sustainable development is a serious 
long-term commitment. We believe that companies 
need to respond to the challenges of environmental, 


health and safety issues. 


TransAlta was one of the first companies to come 
forward with a commitment and action plan to 
address one of the most significant and complex 
environmental issues of our time —climate change. 
In 1994, we said we would return our net contribution of greenhouse gases (GHG) to the atmosphere 
to 1990 levels in the year 2000. In fact, our net emissions are already below 1990 levels — well 


ahead of schedule. 


Showing leadership | We've increased the efficiency of our operations and reduced our GHG 
emissions. And that’s good for business. Balancing the demands of environmental protection and 


economic growth doesn't have to be a trade-off. At TransAlta, it’s an integral part of doing business. 


In 1998, TransAlta was one of only four companies in the world recognized by the World Business Council 
for Sustainable Development for our progress in implementing voluntary approaches to address 
climate change. Canada’s Minister of Natural Resources, Ralph Goodale, lauded our achievement: “This 
recognition underlines TransAlta's leadership in developing solutions for the climate change issue.” We 
also received top marks from The Pembina Institute for Appropriate Development for our achievements 


in Canada’s Climate Change Voluntary Challenge and Registry (VCR) program. 


Taking action | Receiving kudos for our efforts doesn’t mean we can sit back and relax. If anything, 
it means we need to do more. And we are. We've undertaken numerous initiatives—such as improving 
the efficiency of TransAlta’s existing operations, developing greenhouse gas offset projects, participating 
in advisory groups to develop national strategy and public policy, and working to remain at the forefront 
of exciting new research and technology. At TransAlta, we're committed to taking responsible, 


effective actions to help balance the demands of environmental protection and economic growth. 
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SUSTAINABLE DEVELOPMENT 


Proactive approach to health and safety | Prevention, awareness, communication and 
education are the tools TransAlta uses to help ensure a safe and healthy workplace for employees. 


And it works. 


Our safety record is one of the best in the business. For the last three years TransAlta received the Canadian 


Electricity Association's Award of Excellence for having one of the best safety records in the country. 


Several new workplace health programs work hand in hand to help maintain our leadership in safety 
practices. In 1998, more than 700 employees attended workshops to learn more about the importance 
of ergonomics and back care in preventing injuries and improving health. The bottom line is improved 
productivity and employee morale and health, and lower costs. TransAlta delivers on its commitment 
to sustainable development through rigorous management of environmental, health and safety 


performance. And that's good for business. 


For more information 

Our first annual Sustainable Development Progress Report sets a bold 
new direction for TransAlta. The 1998 report provides a detailed discus- 
sion of our plan to implement more rigorous standards for our environ- 
mental, health and safety performance. You can view the report, or 


R di . . 
ibe challange! order a print copy, from our web site at www.transalta.com, or contact 


our Sustainable Development department by phone at (403) 267-2010 
or e-mail us at sustainable_development@transalta.com 


management’s . 
discussion & analysis 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


Consolidated financial results 


In 1998, TransAlta reorganized the company into distinct business segments, supported by a smaller, more focused 
corporate office. The new structure allows TransAlta to pursue selected international growth opportunities, prepare 
for deregulation in Alberta and more effectively allocate resources. The business segments assume profit and loss 
responsibility and are accountable for their resource allocation. The business segments are Generation, Transmission 
& Distribution (T&D), Energy Marketing, Independent Power Projects (IPP) and New Zealand. The following analysis is 
based on TransAlta’s consolidated financial results and notes which begin on page 44. 


Earnings performance on target | TransAlta’s revenues were $1,655.9 million in 1998, the same level as 1997. 
Net earnings were $211.4 million in 1998 compared to $182.6 million in the previous year. Earnings per common 
share were $1.31 versus $1.14 in 1997. Annual comparisons are difficult due to the regulatory decisions and non- 
recurring items outlined in the following table. Excluding these items, comparable net earnings for 1998 were 
$209.0 million versus $207.2 million in 1997. 


Net earnings Earnings per common share 


(in millions except where noted) 1998 1997 1998 1997 
Net earnings, as reported $ 211.4 $ 182.6 Seis $ 1.14 
Non-recurring items, net of tax 

gain on sale of New Zealand electricity lines (Note 3) (73.6) - (0.45) = 
tax recovery (Note 3) (19.3) - (0.12) - 
discontinued operation in Argentina (Note 4) 69.9 (0.8) 0.43 = 
restructuring costs (Note 76) 8.9 - 0.06 - 
regulatory decisions (Note 14) nae, 25:4 0.07 0.16 
Comparable net earnings $ 209.0 $ 207.2 $ 1.30 $ 1.30 
weighted average common shares outstanding 161.3 “159.7 ee 


TransAlta’s comparable net earnings from non-regulated business increased by 33 per cent to $54.7 million in 1998 

versus $40.9 million in 1997. The comparable net earnings in regulated operations declined by seven per cent to 

$154.3 million in 1998 versus $166.2 million in 1997. The decline is due to lower allowed rates of return partially 
offset by increased productivity, particularly in Transmission & Distribution. 


The Alberta Energy and Utilities Board (AEUB) held hearings in March 1998 to review TransAlta’s 1995 rates following 
an application by the Industrial Power Consumers Association of Alberta (IPCAA). TransAlta was directed to issue 
refunds of $32.0 million based upon lower allowed depreciation and a lower allowed rate of return on common eauity. 
The decision was recorded in the third quarter as a one-time item and reduced 1998 earnings by $11.7 million or 
$0.07 per share after tax. Currently, this decision is being appealed by IPCAA who are seeking recovery of interest on 
the rebated amount. It should be noted that the retroactive adjustments resulted in TransAlta receiving a lower rate 
of return than its competitors and no avenue of appeal is available to TransAlta from this inequitable decision. The rate 
adjustment is discussed further in Note 74 to TransAlta’s consolidated financial statements. 
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The AEUB sanctioned a settlement for 1998 rates negotiated between TransAlta and various interested parties. The 
settlement resulted in lower rates in 1998 than 1997 reflecting lower rates of return in Canadian capital markets and 
improved costs and efficiency achieved by TransAlta. The settlement did not attempt to provide separate rates of 
return for Generation and for Transmission & Distribution. Future business segment results may differ significantly 
from 1998 as the AEUB will differentiate between these two segments for the 1999/2000 rates. 


Deteriorating conditions related to the electricity industry in Argentina resulted in TransAlta’s decision to write-down 
the carrying value of its investment in the Piedra del Aguila hydro facility. The $72.1 million write-down reverses current 
year earnings, brings the value of the investment to nil and provides for future estimated losses. TransAlta’s share 
(US$9.3 million) of a stand-by credit facility was also included in the write-down. TransAlta intends to discontinue its 
involvement in Argentina and seek opportunities to divest of its investment. The discontinued operation in Argentina 
is discussed in Note 4 to TransAlta’s consolidated financial statements. 


Corporate overhead costs were $109.2 million in 1998 compared to $101.6 million in 1997. The $7.6 million increase 
results from restructuring costs related to staff reduction programs ($2.4 million) and increased costs associated with 
the development of new business which were partially offset by reductions in salaries and wages. 


Non-controlling interests increased due to the impact of the sale of the electricity lines business in New Zealand 
($57.4 million) and selling 49.99 per cent of the assets in TransAlta’s three Ontario cogeneration facilities in the 
TransAlta Power, L.P. transaction in April 1998 ($5.9 million). 


Income tax increased by $21 million to $202 million in 1998 from $181 million in 1997. The increase |s attributable 
to payments of $12 million of previously unrecorded deferred taxes in TransAlta’s regulated business, $3 million in 
additional large corporation tax and the net impact of various transactions affecting non-regulated earnings. 


| Generation @ 45% Generation 39% Generation 38% 
| Transmission & Distribution R 35% Transmission & Distribution i 27% | Transmission & Distribution 23% 
New Zealand @ 12% New Zealand @ 19% Independent PowerProjects & 20% 
Independent PowerProjects 8% Independent PowerProjects ™ 14% New Zealand @ 15% 
Energy Marketing 0% Energy Marketing i 1% Energy Marketing & 4% 


1998 operating income 
BY BUSINESS SEGMENT 


1998 net revenues 
BY BUSINESS SEGMENT 


1998 assets 
BY BUSINESS SEGMENT 
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Capital expenditures on the rise | TransAlta’s 1998 capital expenditures on property and investments were 
$332 million, an eight per cent increase over 1997 expenditures of $308 million. The expenditures were funded by 
existing corporate credit facilities, new equity financing and proceeds from the partial sale of three cogeneration 
plants in Ontario. 


(in millions) 1998 1997 
Generation $ 102 $ 56 
Transmission & Distribution 63 ae 
Energy Marketing 8 0 
Independent Power Projects 124 38 
New Zealand 35 35) 
Total $ 332 $308 


TransAlta negotiated acquisitions totalling $526 million during 1998; there were no comparable transactions during 
1997. Transactions valued at $287 million were completed during 1998, including $249 million for acquiring retail 
businesses in New Zealand and $38 million for gas transmission pipeline assets in Australia; the remaining $239 million 
($225 million generation assets and $14 million pipeline assets) in Australia were completed in early 1999. 


TransAlta expects to spend at least $1 billion in capital in 1999. Increased capital expenditures and acquisitions will be 


funded by continued preferential access to capital markets afforded by TransAlta’s strong balance sheet and above 
average credit rating. 


Financing activities improve bottom line and provide expansion funds | TransAlta’s capital structure 
is based on current operating conditions and expectations for the future. TransAlta is able to assume additional debt in 
the short-term to finance new initiatives; this will be re-balanced in the medium-term to more traditional levels. 


TransAlta’s interest charges, net of interest income, decreased by $27.8 million in 1998 to $150.2 million from 
$178.0 million in 1997. The decrease is attributed to refinancing debt at lower interest rates in 1998, the retirement 


of $174 million in notes payable related to the Mississauga and Ottawa plants and the further reduction of $63 million 
of debt outstanding at December 31, 1998. 


Non-recourse debt retirement for Mississauga and Ottawa was done in conjunction with the sale of units in TransAlta 
Power, L.P. The sale of these units provided net proceeds of $279 million payable in two instalments of $160.6 million 
(April 1998) and $118.4 million (April 1999). TransAlta realized a $160.3 million gain on the transaction which resulted in 
a $19.3 million tax recovery on the transaction. The capital gain allowed for the recovery of previously unrecorded 


capital losses related to discontinued operations in prior years. The TransAlta Power, L.P. transaction is discussed in 
Note 3 to TransAlta's consolidated financial statements. 


A public offering of 9.1 million common shares at $23.25 provided net proceeds of $206.9 million in 1998. 
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Common share dividends increase | Common share dividends totalled $160.2 million ($0.985 per share) in 
1998 compared to $156.5 million ($0.98 per share) in 1997. The quarterly dividend was increased during the fourth 
quarter of 1998 from $0.245 to $0.25. This was the first increase since 1990 and reflects a commitment to future 
earnings growth. 


While the total value of common share dividends continues to rise, the percentage of earnings paid out in common 
share dividends continues to decrease. This trend should continue in future years as TransAlta retains a larger portion 
of increased earnings to finance new initiatives. 


Balance sheet strength provides access to capital markets | The Dominion Bond Rating Service 
(DBRS) and the Canadian Bond Rating Service (CBRS) rate the debt of TransAlta’s subsidiary, TransAlta Utilities. 
The rating agencies both reaffirmed their credit ratings for TransAlta Utilities in 1998; however, CBRS has issued 

a negative outlook as a result of uncertainty relating to the deregulation process in Alberta. TransAlta’s strong 
balance sheet results in high ratings for bonds and preferred shares and allows continued access to capital markets 
at very competitive rates. 


First mortgage Secured First preferred 

bonds debentures eel shares 

DBRS (at April 30, 1998) AA (low) AA (low) Pfd-1 (low) 
CBRS (at December 23, 1998) A+ (high) A+ - Pe 


TransAlta Corporation had not sought a credit rating at December 31, 1998. 


and exchanges 


40,000 | 
30,000 _|_ 7 | 
20,000 | — — 
tReet Re ea RTE NTE 
| 94 95 96 97 98 
| Hydro w 1,574 1,786 1,754 1,626 1,828 
| Coal 27,737 +—-28,026 ~=—-27,844 28,727. ~—-27,941 
Gas and other x 2,860 3,561 4,666 8,239 8,767 
| Net purchases B 401 395 500 539 534 


fuel supply 


MILLIONS OF KILOWATT HOURS 
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Regulatory issues 


Deregulation of markets was a strong theme in regions where TransAlta operated in 1998. TransAlta believes open 
competition will improve service levels, minimize costs to customers and increase efficiency in the industry. 


DEREGULATION IN ALBERTA 


The Alberta government passed the Alberta Electric Utilities Amendment Act on April 23, 1998. The legislation 
provides a framework for deregulation of generation and the introduction of retail competition. The legislation focuses 
on the generation and retailing of electric energy based on the assumption that the transmission and distribution of 
electricity form a natural monopoly and will remain regulated. 


A maximum 20 year transition was selected by the government of Alberta, in consultation with industry participants, 
to address the issue of stranded costs and residual value. It was agreed that 20 years was a fair balance between the 
interests of customers and shareholders. 


The legislation proposes the creation of a power purchase arrangement (PPA) for the output of each currently regulated 
generating unit in Alberta. The government of Alberta appointed an Independent Assessment Team to recommend the 
PPAs to the Alberta Energy and Utilities Board (AEUB). The review process, including AEUB approval, is open for 
public debate and should conclude towards the end of 1999. Once the PPA contracts have been established, they will 
be auctioned to marketers who will then sell electric energy to the Power Pool of Alberta, based on hourly pricing. 
Retail competition begins in January 2001 and is based on open access to Alberta's transmission system, managed by 
the independent system operator, and distribution systems. 


TransAlta is also participating in discussions regarding regulations that will encompass retailers and marketers. TransAlta’s 
decision to bid for PPA contracts and participate in electricity retailing will be based on an assessment of profitability 
opportunities once the rules have been established. TransAlta anticipates resolution in late 1999 or early 2000. 


TransAlta supports performance-based regulation for the transmission and distribution of electricity. A performance- 
based regulatory system would provide incentives to improve productivity and efficiency of transmission and distribution 
services. These incentives would benefit both shareholders and customers. 


1999 and 2000 rates decision | TransAlta’s Phase 1 filing for the 1999 and 2000 general rates application was 

filed on October 30, 1998. The AEUB ruling on this application will determine TransAlta’s revenue requirement for its 

regulated business segments of Generation and Transmission & Distribution. The 1999 and 2000 rates are being reviewed 
together and will expire as full retail competition begins in 2001. A hearing to set the 1999 and 2000 rates is scheduled 
to begin March 29, 1999 and TransAlta anticipates a decision will be announced in the second half of 1999. 
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DEREGULATION IN ONTARIO 


TransAlta recognizes there are potential opportunities in a deregulated Ontario marketplace and is participating in the 
progress of deregulation in the province. TransAlta continues to seek new projects which fit within its guidelines for 
targeted regional expansion. The proposed Sarnia, Ontario plant would provide power to eight industrial customers, 

including Dow Chemical Canada Inc., NOVA Corporation, Bayer Inc., Sunoco Inc., Shell Canada Limited, Montell Canada 
Inc., Imperial Oil Limited and Sarnia Hydro. Excess capacity from this plant would be directed to the Ontario power grid. 


DEREGULATION IN NEW ZEALAND 


The New Zealand government introduced the Electricity Reform Act in July 1998. Under the legislation, energy 
companies were required to decide, within five years, between owning distribution lines or generation and retailing 
assets. TransAlta New Zealand decided to focus on the generation and retailing of electric energy. The market 
participants moved quickly in 1998 and the major non-government owned companies had realigned themselves by 
December 31, 1998. TransAlta has achieved approximately 30 per cent of total electricity retailing and 10 per cent of 
generation market share in the country. The government currently owns almost all remaining generation assets in New 
Zealand and has scheduled the privatization of the first group of assets during 1999. TransAlta intends to be a bidder. 
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Operations review 


GENERATION 


Financial results | Generation's net revenues were $634.9 million in 1998, a four per cent decrease from 
$658.0 million in 1997. In 1998, earnings before interest and taxes were $302.9 million compared to $301.3 million 
in 1997. Comparable earnings before non-recurring items were $318.6 million versus $341.3 million in 1997. 


(in millions) 1998 1997 
Net revenues $ 634.9 $ 658.0 
Operating income before non-recurring items 318.6 341.3 
Non-recurring items 15:7 40.0 
Earnings before interest and taxes bili: $ 302.9 12) ea — $ 301.3 


Decreased revenues resulted from lower rates negotiated under TransAlta’s 1998 rate settlement and modestly lower 
output. Effectively managing the increasing costs for labour, fuel and mine expenses was an important focus in 1998 
thereby holding operating costs to 1997 levels. Reduced segment operating income was partially offset by lower interest 
costs reported at the corporate level. Restructuring charges of $0.8 million reduced earnings before interest and taxes. 
AEUB rate adjustments related to 1995 and 1996 reduced earnings by $14.9 million in 1998 and $40.0 million in 1997. 


Outlook | Generation is one of TransAlta’s core businesses. The challenge for Generation will be maintaining top 
quartile operating performance. Fuel and mining costs will continue to increase in 1999 and these must be balanced 
with greater efficiency and new revenue sources. TransAlta’s skill in managing and operating world-class power plants 
can be applied to generation opportunities both domestically and internationally. Planning is currently underway 
to expand this business segment beyond its Alberta boundary through acquisitions or partnerships in an attempt to 
diversify geographic market risk and fuel supply. 


TRANSMISSION & DISTRIBUTION 


Financial results | Transmission & Distribution produced net revenues of $446.9 million in 1998, a two per cent 
decrease over net revenues of $456.4 million in 1997. In 1998, earnings before interest and taxes were $229.6 million 


compared to $238.3 million in 1997. Comparable earnings before non-recurring items in 1998 were $252.2 million 
versus $249.6 million in 1997. 


(in millions) 1998 1997 
Net revenues $ 446.9 $ 456.4 
Operating income before non-recurring items 252.2 249.6 
Non-recurring items 22.6 eS 


Earnings before interest and taxes $ 229.6 Gr2330 
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Lower revenues are the result of reduced rates negotiated under TransAlta’s 1998 rate settlement. Operating expenses 
were reduced by $11.6 million through the implementation of a centralized customer service centre with automated 
dispatch of field operations and through a more efficient maintenance program. Reduced segment operating income 
was partially offset by lower interest costs reported at the corporate level. Restructuring charges of $11.9 million 
reduced earnings before interest and taxes. AEUB rate adjustments related to 1995 and 1996 reduced earnings by 
$10.7 million in 1998 and $11.3 million in 1997. 


Outlook | TransAlta's Alberta-based Transmission & Distribution business will remain regulated but it is possible 
that incentive-based rates will eventually be implemented. Further work is required in Alberta’s industry restruc- 
turing to properly define and clarify the role of the independent system operator and the inter-linkages within the 
utility industry. Looking ahead, TransAlta will continue to focus on productivity improvements. 


Transmission engineering, construction and operating expertise will continue to provide a competitive advantage 
in developing independent power projects in regional markets. This expertise will support TransAlta’s bids for 
transmission facilities competitively procured by the independent system operator in Alberta. In the long-term, 
the growing demand for electricity and interconnections throughout North America will generate opportunities 
for TransAlta to construct new transmission lines and facilities in locations beyond Alberta. 


ENERGY MARKETING 


Financial results | Energy Marketing produced net revenues of $22.5 million in 1998, a 36 per cent increase over 
net revenues of $16.6 million in 1997. In 1998, earnings before interest and taxes were $0.8 million compared to 
$2.1 million in 1997. 


(in millions) 1998 1997 
Net revenues $22.5 $ 16.6 
Operating income before non-recurring items 0.8 D4 


Non-recurring items = = 


Earnings before interest and taxes $ 0.8 . See 


Within the currently regulated Alberta market, no operating income is attributed to the buying and selling of electricity 
for consumers because there are no recorded tangible assets against which to determine a rate of return. Approved 
cost levels are recovered through rates established by the AEUB. Energy Marketing also generates revenue through 
wholesale trading of electricity and natural gas in Alberta, Ontario and certain regions of the United States. 


In 1998, revenues increased through higher natural gas trading. These increases have been reduced by higher 
expenses related to building infrastructure and consolidating TransAlta’s sales and marketing functions. Energy 
Marketing has dedicated significant resources to employee development and designing new products in anticipation 


of deregulation in Alberta. 
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Outlook | Uncontracted generation from new IPP plants provides the marketing and trading teams with opportuni- 
ties to profitably sell the output. Energy Marketing will also play a role in managing the increased gas supply required to 
fuel TransAlta’s growing gas-fired generating capacity. Its trading operation will provide critical advanced knowledge 
about emerging growth opportunities in the markets TransAlta serves. 


TransAlta currently markets services, products and kilowatt hours to 358,000 industrial, commercial and residential 
customers in Alberta. The real value of this customer base is difficult to determine at this stage in the deregulation 
process, but values are being established in other jurisdictions such as New Zealand. TransAlta must be satisfied 
that deregulation will provide a sufficiently profitable opportunity before committing the required resources to grow 
this business segment. 


INDEPENDENT POWER PROJECTS 


Financial results | Independent Power Projects contributed net revenues of $232.7 million in 1998, a two per cent 
increase over net revenues of $228.6 million in 1997. In 1998, earnings before interest and taxes were $56.6 million 
compared to $57.1 million in 1997. 


(in millions) 1998 1997 
Net revenues $ 232.7 $ 228.6 
Operating income before non-recurring items 5ie2 yled 
Non-recurring items 0.6 = 
Earnings before interest and taxes $ 56.6 SS Syl 


Increased revenues were the result of installing two new heat recovery steam generators at the Fort McMurray plant 
serving Syncrude’s oil sands operation as well as increased revenue in the Ontario and Australia plants. Operating 


expenses in the plants increased due to additional fuel consumed. Overall costs increased due to more activity in new 
project development. 


IPP continued toward doubling the size of its megawatt production by 2001 by working with large industrial customers 
to build cogeneration facilities. The projects proposed and landed in 1998 supply on-site customer needs and provide 
additional power for sale into the market. World-class developers contract for 500 megawatts of new power each 
year. In 1998, IPP completed contracts for 465 megawatts and is developing proposals, including those shown in 
the following table, for more than 1,000 megawatts in 1999. A lag of between 18 to 36 months is experienced from 
project development to revenue contribution. 


The acquisition of Western Mining's electric system in Western Australia makes TransAlta the largest operator of 
GE LM6000 gas turbine engines world-wide. Western Mining cited TransAlta’s unique ability to understand the 
complexity of customer needs as the key reason for choosing TransAlta. 
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Total generating Ownership On-stream TransAlta’s cost 


capacity (megawatts) (per cent) actual/estimated 
($ millions) 

Operating 
Windsor 70 50 1996 $ 43 
Ottawa 70 50 1992 35 
Mississauga 1AK@ 50 1992 5) 
Kalgoorlie (Normandy Mining) 110 50 1996 40 
Kalgoorlie (Western Mining) 250 85 1999 195 
Goldfields Gas Transmission Pipeline - 8.82 1999 55 
Total operating 610 $ 421 
Under construction 
Edmonton co-composter (City of Edmonton) ~ 100 2000 $110 
Fort Saskatchewan (Dow) 120 60 1999 60 
Fort Nelson (BC Hydro) 45 100 1999 40 
Lloydminster (SaskPower) 25 50 1999 80 
“Alberta Phase |" 220 100 1999 110 
Total under construction 600 ; $ 400 
In development 
Sarnia (various customers) 535 100 2001 $ 430 
“Alberta Phase II” 215 55 2002 B15) 
Cold Lake (Imperial Oil) 130 100 2001 230 
Total in development 880 eet, Ae oe —< $715 


Note: Does not include 507 megawatts developed in New Zealand. 


Outlook | To continue its growth beyond 2001 the business segment must position its team in at least one new 
market during 1999. To ensure the increased profitability of existing assets, IPP must improve the integration of energy 
marketing, gas procurement and new project development as new projects include some merchant capacity that must 


be sold into the market. 


NEW ZEALAND 


Financial results | New Zealand contributed net revenues of $318.9 million in 1998, a seven per cent increase 
over net revenues of $296.8 million in 1997. In 1998, earnings before interest and taxes were $232.2 million compared 


to $75.0 million in 1997. 


Comparable earnings before non-recurring items totalled $83.2 million in 1998 versus $75.0 million in 1997. 
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(in millions) \: 1998 ath 
Net revenues $ 318.9 $ 296.8 
Operating income before non-recurring items 83.2 7520 
Non-recurring items 149.0 - 
Earnings before interest and taxes SS BPH $ 75.0 


The increase in revenue was attributed primarily to additional output from the Taranaki plant commissioned in September 
1998 and higher output at the Southdown plant. Increased operating expenses resulted from higher gas prices in New 
Zealand and increased fuel requirements at the plants associated with higher output. Operating income was derived 
primarily from the wires business which was sold on December 31, 1998. 


The Electricity Reform Act, passed in July 1998, requires electric companies to decide within five years between 
owning generation and retailing assets or distribution wires. TransAlta New Zealand's decision to focus on retailing 
and generation is driven by the view that there are greater opportunities for growth and lower risk of regulatory 
intervention in the energy business. To this end, it sold its wires business in December 1998 and recorded a pre-tax 
gain of $149.0 million on the transaction. In addition, TransAlta New Zealand acquired the retail energy businesses of 
Power New Zealand and SouthPower for $249.2 million in the fourth quarter of 1998 to position the company as the 
largest energy retailer in New Zealand. 


Outlook | In 1999, TransAlta New Zealand will focus on integrating its new retail energy assets and seeking out 

new generation assets for acquisition. An offer for Power New Zealand's Rotokawa power station was announced on 

November 27, 1998 and would increase the market share of New Zealand's generation from 10 per cent to 12 per cent. 
On February 2, 1999, TransAlta announced its intention to bid for the 40 per cent cornerstone shareholdings of state- 
owned Contact Energy Ltd., a generation and retail energy business. Decisions on the bids for Contact Energy Ltd. 

will be finalized by late March 1999. TransAlta New Zealand will aim to achieve a balance between market share of 

electricity generated and electricity sold to commercial, industrial and residential customers. 
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Risks and uncertainties 


FINANCIAL RISK MANAGEMENT 


The nature of TransAlta’s operations expose it to fluctuations in foreign exchange rates, interest rates and commodity 
prices. TransAlta’s objective is to reduce its exposure to these risks. 


TransAlta’s risk management program is reviewed by the board of directors and governed by policies developed by 
senior management. The risk management program employs financial instruments to manage exposure to fluctuations 
and permits the use of derivatives to hedge foreign currency, interest rate and commodity exposures as well as limited 
trading of commodity derivatives. All hedging and trading activities are managed within pre-defined, approved credit 
and market risk limits. TransAlta supplements these activities with the appropriate insurance. TransAlta’s financial 
instruments and commodity contracts are discussed in Note 77 to TransAlta’s consolidated financial statements. 


Foreign exchange risk management | A significant portion of TransAlta’s operations are located outside of 
Canada. The currencies of these operations are New Zealand dollars, U.S. dollars and Australian dollars. Exposure to 
fluctuations in foreign exchange rates are minimized by balancing the net investment in foreign operations with similar 
borrowing in these foreign currencies and by maintaining credit facilities in these currencies. Cross currency interest 
rate swaps, forward exchange contracts and foreign currency options are also used to manage risk. 


Interest rate risk management | TransAlta manages exposure to interest rate risk through a combination 
of fixed and floating rate borrowing and hedging. At year end 1998, 91 per cent of TransAlta Corporation's debt was 
at fixed rates. Interest rate swaps are the principal derivative instrument used to hedge interest rate risk. 


Credit risk management | The Alberta market accounts for 49 per cent of TransAlta’s accounts receivable; 
however, risk of loss is reduced through the regulated recovery of credit losses through customer rates. Output in Ontario 
is sold to Ontario Hydro and major customers of very high credit quality. In New Zealand, sales are made primarily to 
residential customers. Historically, credit losses have been negligible and management does not anticipate this will change. 


Commodity price risk management | TransAlta generally sells electricity produced in Alberta under fixed price 
contracts. It is only exposed to electricity price fluctuations from sales to the Power Pool of Alberta in excess of its 

legislated obligations and on purchases from the Pool in excess of the AEUB allocated share of provincial generating 
capacity. In New Zealand, TransAlta is exposed to purchase price fluctuations on sales commitments not yet covered 

by fixed price purchase contracts. In Alberta, TransAlta owns the coal used in the generation of electricity. In all markets, 

there are contracts in place for the supply of gas needed as fuel in gas-fired generation plants. 


TransAlta also markets electricity derivative products, including physical and financial electricity forward sales and 
purchase contracts and electricity swap contracts. TransAlta manages these exposures by entering into offsetting 
positions ensuring satisfactory credit-worthiness of counterparties and positions by placing limits on capital at risk. 


Insurance risk management | TransAlta’s insurance program is designed to manage operational, environmental 
and financial risks and provide insurance against these potential risks. Insurance limits, brokers and renewals are reviewed 
and, when appropriate, recommendations for change are submitted to the Audit, Environment and Risk Management 
Committee. In a non-regulated Alberta marketplace more emphasis on a commercially responsive plan will be required. 
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YEAR 2000 RISK MANAGEMENT 


The Year 2000 (Y2K) issue exists because some microprocessors will not properly recognize the year 2000 and some 

other dates. TransAlta identified the Y2K issue as material to its information, data processing and facility management 
systems, as well as its business operations which use embedded chip technology. TransAlta may also be exposed to 

third party risk from its customers, suppliers and other utilities that are interconnected in the power system. 


Y2K risk management plan | TransAlta’s Y2K risk management plan includes its Alberta, Australia, New Zealand 
and Ontario operations and its primary focus is on maintaining the continuity of power production, distribution and business 
processes. The Y2K issue poses some risk of income loss to TransAlta, disruption in electrical service to customers, 
exposure in respect of third party systems and the possibility of third party litigation. These risks cannot be eliminated, 
but TransAlta’s comprehensive approach manages the risk by using the phases of inventory, assessment, conversion 
or replacement, testing, evaluating third party dependencies and contingency planning. Although TransAlta cannot 
guarantee there will not be service disruptions, in following its current Y2K plan, TransAlta believes that the possibility of 
long-term, widespread interruption is low. 


Progress in implementation | TransAlta completed its Alberta inventory on schedule in November 1997. The 
inventory phase for the other areas of operation was completed during 1998 and new acquisitions are being evaluated 
during the first quarter of 1999. By the end of December 1998, more than 95 per cent of all TransAlta’s critical and 
non-critical devices were assessed, and of the devices identified as having or suspected of having a Y2K issue, 85 per 
cent were converted or replaced. 


TransAlta is on track to have all of its internal devices and systems converted or replaced and tested by mid-1999. The 
first draft of corporate-wide contingency plans were completed at the end of 1998 and plans for implementation exercises 
are scheduled in 1999. TransAlta is working co-operatively with other Alberta utilities, the independent system operator 
and the Power Pool of Alberta to develop contingency plans for the integrity of the Alberta power system. 


Costs and accounting treatment | To the end of 1998, TransAlta incurred $14 million in costs related to the 
Y2K issue. Payments for Y2K hardware will be capitalized according to their asset class and depreciated over the 
asset's remaining life. Payments for Y2K software will be amortized over five years. This approach is consistent with 
TransAlta’s accounting policy for information technology expenditures. The total cost of TransAlta’s activities, including 
the costs to date, is estimated to be between $25 and $30 million. 


CLIMATE CHANGE RISK MANAGEMENT 


TransAlta’s climate change strategy addresses the potential competitive risks to its fossil-fuelled generation plants from 
future public policy which could include environmental controls, regulatory regimes, taxes or charges. The potential 
for higher electricity prices exists if new policy does not permit cost-effective, market-based approaches for reducing 
greenhouse gas emissions. 


Strategy | TransAlta’s climate change strategy addresses the following key areas: 


1. Reducing net emissions by: improving the efficiency of TransAlta’s existing operations; developing new high efficiency 
cogeneration facilities which produce lower overall emissions; acquiring a diverse portfolio of greenhouse gas offset 
projects; purchasing renewable energy, and; promoting energy efficiency initiatives. TransAlta has met and expects 
to exceed its voluntary goal to return net greenhouse gas emissions to 1990 levels in the year 2000. 


2. Participating in federal and provincial policy development. Dr. Robert Page, vice-president, Sustainable Development 
attended the fourth United Nations Framework Convention on Climate Change in Buenos Aires in November 1998 
as a member of the Canadian delegation. He and other senior executives participated in key national and provincial 
climate change advisory groups, such as Canada’s Credit for Early Action Table and the advisory committee to the 
Alberta Cabinet Committee on Global Climate Change. 


3. Developing and testing market-based approaches, such as the trading of emission reduction credits. 


Standards and auditing | TransAlta’s Canadian operations are implementing an enhanced environmental 
management system designed to meet the ISO 14001 standard. This standard requires the development of 
programs for air, water, waste management and chemical management at all of TransAlta’s facilities. Other 
corporate management system elements include incident management, regulatory change management processes 
and auditing programs. 


All TransAlta facilities undergo compliance and management system integrity audits on a cycle determined by 
facility performance, on average once every three years. TransAlta’s Compliance Auditing Program was developed 
by Arthur D. Little Inc., and our Management Systems Integrity Audit Program by PricewaterhouseCoopers. 


forecast of CO, emissions 
MILLIONS OF EQUIVALENT TONNES OF CO2 
— WITHOUT ACTION PLAN — WITH PLAN wat TIOO 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


Overall outlook 


TransAlta believes there will be attractive opportunities for additional cogeneration plants in Alberta because of 
economic and industrial growth. Plans to secure a portion of the increased capacity are being executed. The current 
demand/supply balance for generation in Alberta continues to tighten. TransAlta anticipates the reserve level will 
continue to be reduced in the first half of 1999 and begin to ease somewhat thereafter as new projects come 
on-line. The province does have the ability to import power from British Columbia and Saskatchewan; however, 
market conditions in the Pacific Northwest and Western Canada can affect how much power Is available. 


Deregulation in Ontario and the break-up of Ontario Hydro will result in further opportunities beyond TransAlta’s existing 
cogeneration contracts. Currently, TransAlta is actively pursuing new independent power projects in the region. Other 
new development opportunities in this market are monitored and TransAlta intends to participate when appropriate. 


TransAlta trades electricity in select regions of the United States. Developing expertise in these markets will allow 
TransAlta to identify opportunities to keep electricity prices competitive which, in a deregulated marketplace, are 
important to attract and retain customers. 


The momentum gained in New Zealand and Australia has opened up a number of new options for TransAlta. Although 
these markets were negatively affected in 1998 by economic conditions in Asia, economic prospects are expected 

to improve in 1999 and beyond. TransAlta believes there are excellent growth opportunities in both countries and will 
continue to pursue them aggressively. 


In 1998 TransAlta took significant steps to build a strong platform for growth in its existing markets. TransAlta also 
recognizes the need to access new markets where its expertise can be applied. The effect of growing existing 
operations and developing new markets will require significant capital investments over the next two years. 
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MANAGEMENT’S RESPONSIBILITY 


In management's opinion, the accompanying consolidated financial statements have been properly 
prepared within reasonable limits of materiality and within the framework of appropriately selected 
generally accepted accounting principles and policies consistently applied and summarized in the con- 
solidated financial statements. Since a precise determination of many assets and liabilities is dependent 
upon future events, the preparation of periodic financial statements necessarily involves the use of 
estimates and approximations. These have been made using careful judgment and with all information 
available up to February 1, 1999 (except for Note 22.b, which is as at February 8, 1999). Management 
is responsible for all information in the annual report. Financial operating data in the report are consistent, 


where applicable, with the consolidated financial statements. 


To meet its responsibility for reliable and accurate financial statements, management has established 
systems of internal control which are designed to provide reasonable assurance that financial information 
is relevant, reliable and accurate, and that assets are safeguarded and transactions are executed in 
accordance with management's authorization. These systems are monitored by management and by 


internal auditors. In addition, the internal auditors perform appropriate tests and related audit procedures. 


The consolidated financial statements have been examined by Ernst & Young LLP, independent chartered 
accountants. The external auditors’ responsibility is to express a professional opinion on the fairness of 
management's consolidated financial statements. The auditors’ report outlines the scope of their 


examination and sets forth their opinion. 


The audit committee of the board of directors is comprised of independent directors. The audit com- 
mittee meets regularly with management, the internal auditors and the external auditors to satisfy 
itself that each is properly discharging its responsibilities, and to review the consolidated financial 
statements. The audit committee reports its findings to the board of directors for consideration when 
approving the consolidated financial statements for issuance to the shareholders. The audit committee 
also recommends, for review by the board of directors and approval of shareholders, the appointment 


of the external auditors. The internal and external auditors have full and free access to the audit committee. 


Adny le f= 


Stephen G. Snyder lan A. Bourne 
President & Chief Executive Officer Executive Vice-President & Chief 
Financial Officer 


February 1, 1999 
(except for Note 22.b, which is 
as at February 8, 1999) 


AUDITORS’ REPORT 


To the shareholders of TransAlta Corporation | We have audited the consolidated balance 
sheets of TransAlta Corporation as at December 31, 1998 and 1997 and the consolidated statements 
of earnings and retained earnings and cash flows for the years then ended. These financial statements 
are the responsibility of the corporation's management. Our responsibility is to express an opinion on 


these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial 

statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating 


the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the corporation as at December 31, 1998 and 1997 and the results of its operations 


and its cash flows for the years then ended in accordance with generally accepted accounting principles. 


Genet * Youn kke 


Ernst & Young LLP 
Calgary, Canada 
Chartered Accountants 


February 1, 1999 
(except for Note 22.b, which is 
as at February 8, 1999) 


CONSOLIDATED STATEMENTS OF EARNINGS & RETAINED EARNINGS 


Years ended December 31 1998 1997 
(in millions except earnings per common share) 
Revenues (Notes 14 and 19) . $1,655.9 $1,656.4 
Operating expenses 
fuel and purchased power 366.6 346.4 
operations, maintenance and administration 361.5 367.0 
depreciation and amortization (Note 7) 284.4 276.4 
taxes, other than income taxes 44.4 45.5 
restructuring charges (Note 76) (ley - 
1,072.6 1,035.3 
Operating income 583.3 621.1 
other income 6.2 2.4 
interest income S22 22, 
interest charges (Note 10) (182.4) (200.7) 
Earnings from continuing operations before unusual items, 
income taxes and non-controlling interests 439.3 445.5 
gain on sale of New Zealand electricity lines business (Note 3) 149.0 - 
rate adjustments (Note 74) (25.6) (51.3) 
Earnings from continuing operations before income taxes 
and non-controlling interests 562.7 394.2 
income taxes (Note 75) (202.0) (181.1) 
non-controlling interests (Note 72) (98.7) (31.3) 
Earnings from continuing operations 262.0 181.8 
earnings (loss) from discontinued operation in Argentina (Note 4) (69.9) 0.8 
tax benefit from previously discontinued operations (Note 3) ies: = 
Net earnings 211.4 182.6 
Common share dividends (160.2) (156.5) 
Retained earnings 
opening balance 655.2 629.1 
closing balance $ 706.4 $ 655.2 
Weighted average common shares outstanding 161.25 159.67 
Earnings per common share from continuing operations 
basic Cy Gey? Sette 
fully diluted Sea Se vate 
Net earnings per common share 
basic Sain Selsia 
fully diluted $ 1.29 Se tare: 


SEE ACCOMPANYING NOTES. 


CONSOLIDATED BALANCE SHEETS 


Years ended December 31 
(in millions) 


Assets 

Current assets 

cash 

restricted investment (Note 5) 

limited partnership final instalment receivable (Note 3) 
accounts receivable 


materials and supplies at average cost 


Investments (Note 5) 
Long-term receivable (Note 6) 
Capital assets (Notes 7 & 70) 
cost 


accumulated depreciation 


Other assets (Note 8) 


Total assets 


Liabilities and shareholders’ equity 
Current liabilities 

short-term debt (Note 9) 

accounts payable and accrued liabilities 
dividends payable 

current portion of long-term debt (Note 10) 


Long-term debt (Note 70) 
Deferred credits (Notes 3 and 71) 
Deferred income taxes (Note 75) 
Non-controlling interests (Note 72) 
preferred shares of a subsidiary 


other 


Common shareholders’ equity 
common shares (Notes 13 and 22) 
contributed surplus 

retained earnings 


cumulative translation adjustment 


Total liabilities and shareholders’ equity 


Contingencies and commitments (Notes 7, 14, 19, 20 & 22) 


SEE ACCOMPANYING NOTES. 


On behalf of the board: a 


John T. Ferguson 


Director 


1998 


SS UR 
80.3 
118.4 
302.7 
48.5 
705.1 


122.1 
39.4 


7,480.6 
(2,997.3) 
4,483.3 
40.1 
$5,390.0 


Sy HRS) 
455.5 
47.9 
175.1 
770.0 


1,728.5 
192.3 
73:2 


267.6 
503.3 
770.9 


1,144.5 
1S 
706.4 
(13.1) 
1,855.1 
$5,390.0 


J. Wallace Madil! 
Director 
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1997 


52 
48.5 


7,098.5 
(2,749.1) 
4,349.4 
34.6 
$4,882.2 


$ 41.6 
484.4 
44.7 
23129 
802.6 


1,966.1 


88.7 


267.6 
162.9 
430.5 


930.1 
17.3 
655.2 
(8.3) 
1,594.3 
$ 4,882.2 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


Years ended December 31 
(in millions) 


Operating activities 

net earnings 

depreciation and amortization (Note 7) 

non-controlling interests 

write-down of discontinued operation in Argentina (Note 4) 
gain on sale of New Zealand electricity lines business (Note 3) 
deferred income taxes 


other non-cash items 


change in non-cash operating working capital balances 


Investing activities 

additions to capital assets 

acquisitions (Note 3) 

restricted investments 

disposals (Note 3) 

proceeds on sale of capital assets to limited partnership (Note 3) 
long-term investments (Note 3) 


deferred charges 


Financing activities 

net increase (decrease) in short-term debt 

issuance of long-term debt 

repayment of long-term debt 

premium on redemption of long-term debt 

dividends to subsidiary’s non-controlling preferred shareholders 
dividends to subsidiary’s non-controlling common shareholders 
distributions to subsidiary's non-controlling limited partner 

net proceeds from issue of common shares 

dividends on common shares 


other 


Increase in cash 
Cash at beginning of year 


Cash at end of year 


SEE ACCOMPANYING NOTES 


(320.8) 

(249.2) 

(163.9) 
481.9 


(141.4) 


49.9 
549.2 
(816.9) 

(45.0) 
(21.2) 
(6.3) 
(8.5) 
214.3 
(156.9) 


93.3 


6.5 
(156.5) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. Summary of significant accounting policies 


A. CONSOLIDATION AND INVESTMENTS 

The consolidated financial statements include the accounts of TransAlta Corporation (the corporation), all 
subsidiaries and the proportionate share of the accounts of jointly controlled corporations. TransAlta Utilities 
Corporation (TransAlta Utilities) and TransAlta Energy Corporation (TransAlta Energy) are the principal wholly- 
owned operating subsidiaries. The consolidated financial statements have been prepared by management in 
accordance with generally accepted accounting principles in Canada. 


TransAlta Utilities owns and operates electric generation, transmission and distribution facilities in the province 
of Alberta. TransAlta Energy is engaged in Canada and internationally in electric and thermal energy supply, 
electricity and gas distribution, energy services and wholesale energy marketing. 


Investments in entities which are not proportionately consolidated but over which the corporation exercises 
significant influence are accounted for using the equity method. Other investments are accounted for using the 
cost method. 


B. MEASUREMENT UNCERTAINTY 

The preparation of financial statements in accordance with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts 
of revenues and expenses during the period. Actual results could differ from those estimates. 


C. REGULATION 

TransAlta Utilities is regulated by the Alberta Energy and Utilities Board (AEUB), pursuant to the Hydro and 
Electric Energy Act (Alberta); pursuant to Part 2 of the Public Utilities Board Act (Alberta); pursuant to the Electric 
Utilities Act (Alberta); and is subject to the Provincial Water Power Regulations (Alberta). These acts and regulations 
cover such matters as tariffs, rates, construction, operations, financing and accounting. The corporation's other 
operations are also subject to the regulations of the jurisdiction of operations. 


The timing of TransAlta Utilities' recognition of certain assets, liabilities, revenues and expenses as a result of 
regulation may differ from that otherwise expected using generally accepted accounting principles. 


D. REVENUE RECOGNITION 
Revenues are recognized on the accrual basis and include an estimate of unbilled revenue. 


E. CAPITAL ASSETS 

Land, buildings, plant and equipment are carried at cost. TransAlta Utilities capitalizes an allowance for funds 
used during construction (AFUDC) at the cost of capital including the cost of equity related to property under 
construction. AFUDC is a non-cash income item which will be charged and recovered in rates to customers over 
the service life of the assets, commencing with their inclusion in rate base. Interest expense is presented net of 
AFUDC. TransAlta Utilities provides for depreciation on a straight-line basis using various rates as approved by the 
AEUB, based on depreciation studies prepared by the corporation. Changes to depreciation rates requested by 
the AEUB are accounted for on a prospective basis. Depreciation rates reflect estimated service lives and estimated 
future removal costs less salvage values. Hydroelectric dam future removal and site restoration costs are not deter- 
minable and will be recorded when reasonably estimable and when determined through the regulatory process. 
Estimated costs to reclaim mining properties are amortized primarily on a unit-of-production basis. Customer 
contributions to the corporation for new service connections are recorded as a reduction to the cost of property. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Independent power plants and the Argentinian hydro concession assets are carried at cost, including estimated 
future removal costs less salvage values. Interest is capitalized for plants under construction which is included in 
the capital cost of the related property. Depreciation is provided on a unit-of-production basis based upon estimated 
production over the asset's useful life. Distribution systems and customer base intangibles are depreciated 
using the straight-line method over the useful life of the asset. 


F. DEFERRED CHARGES 

Financing costs for the issuance of long-term debt are amortized to earnings on a straight-line basis over the 
term of the related debt issue. Subsidiary preferred share issue costs are amortized on a straight-line basis over 
the estimated average life of the issue. 


Costs incurred by the corporation to develop potential capital assets or investments, exclusive of internal labour, 
are deferred until construction of a plant commences or acquisition of an investment has been completed, at 
which time the costs are included in capital assets or investments. When it has been determined that construction 
of a plant or an acquisition of an investment will not occur, the related development costs are included in 
operating expenses. 


G. INCOME TAXES 

For TransAlta Utilities, the AEUB has prescribed that, for rate setting purposes, the taxes payable method be 
used for provincial income taxes and, beginning in 1997, the deferral tax allocation method be used for federal 
income taxes. This change in accounting policy was prospectively applied. There is a reasonable expectation that 
when unrecorded deferred income taxes become payable they will be included in the rates approved by the 
AEUB and recovered from the customers of TransAlta Utilities at that time. Otherwise, the corporation uses the 
deferral tax allocation method of accounting for income taxes for its domestic and international operations. 


H. POST RETIREMENT BENEFITS 

Post retirement costs and obligations for the basic pension, the supplementary pension plan and post retirement 
benefits other than pensions are actuarially determined using the projected benefit method pro-rated on service. 
The estimated market value of the basic pension plan fund assets is actuarially determined based on a five-year 
moving average. Experience gains and losses, and amounts arising as a result of changes in accounting methods, 
assumptions and plan amendments are amortized on a straight-line basis over the expected average remaining 


service life of the employee group. Gains and losses on plan settlements and curtailments are included in earnings 
for the period. 


1. FOREIGN CURRENCY TRANSLATION 


The corporation's self-sustaining foreign operations are translated using the current rate method. Translation 
gains and losses are deferred and included in the cumulative translation adjustment in shareholders’ equity. 


The corporation's domestic and integrated foreign operations are translated using the temporal method. 
Transactions denominated in foreign currencies are translated at the exchange rate on the transaction date. 
Foreign currency denominated monetary assets and liabilities are translated at exchange rates in effect on the 
balance sheet date. The resulting exchange gains and losses on these items are included in net earnings, 
except for unrealized exchange gains or losses arising on translation of long-term debt, which are deferred 
and amortized over the remaining life of the debt on a straight-line basis. 
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J. DERIVATIVES AND FINANCIAL INSTRUMENTS 

The corporation utilizes derivative financial instruments and derivative commodity instruments (collectively, 
“derivatives") and other financial instruments to manage its exposure to changes in foreign currency exchange 
rates, interest rates and energy prices. Gains and losses relating to derivatives that are hedges are deferred 
and recognized in the same period and in the same financial statement category as the related items hedged. 


To be accounted for as a hedge, a derivative must be designated by management as a hedge and it must be 
effective. Hedge effectiveness for cash flow hedges is achieved if the derivative's cash flows substantially offset 
the cash flows of the hedged item and the timing of the cash flows is similar. Hedge effectiveness for fair value 
hedges is achieved if changes in the fair value of the derivative substantially offset changes in the fair value of 
the item hedged. If a derivative that has been accorded hedge accounting is settled early, the termination gain or 
loss Is deferred and recognized when the gain or loss on the item hedged is recognized. Premiums paid or 
received with respect to hedging derivatives are deferred and amortized to earnings over the term of the hedge. 


Derivatives used in trading activities are carried at fair value. Realized and unrealized changes in fair value are 
recognized in earnings in the period in which the changes occur. 


The estimated fair value of a derivative generally reflects the estimated amount that the corporation would 
receive or pay to terminate the contract at the balance sheet date. The estimated fair value of long-term debt 
is based on quoted market prices where available, or where not available, with reference to market prices for 
similar issues. The carrying amounts of other balance sheet financial assets and financial liabilities approximate 
their fair values. 


K. EARNINGS PER SHARE 

Basic earnings per share is calculated based on net earnings available to common shareholders using the 
weighted average number of common shares outstanding during the year. Fully diluted net earnings per share 
assume: i) exercise of options granted under the share option plan at the earlier of the beginning of the year or 
date of issuance and the funds received are invested at prime interest rates, net of tax; and, ii) full payout under 
the Performance Share Ownership Plan (PSOP), net of applicable income taxes. 


L. STATEMENTS OF CASH FLOWS 

In accordance with recent recommendations of the Canadian Institute of Chartered Accountants (CICA), the 
corporation has retroactively restated its basis of presenting cash flows. Non-cash transactions are excluded 
from cash flows. Cash includes investments with origina! maturities of three months or less. These investments 
are carried at amortized cost, which approximates market value. 


M. SEGMENTED REPORTING 

In accordance with recent recommendations of the CICA, the corporation has restated its basis of presenting 
segment disclosures. The recommendations establish standards for the way that public business enterprises 
report information about operating segments in annual financial statements and requires that those enterprises 
report selected information about operating segments in interim financial reports. The recommendations also 
establish standards for related disclosures about products and services, geographic areas and major customers. 
The adoption of the new standards did not affect results of operations or financial position, but did affect the 


disclosure of segment information. 
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2. Segment disclosures 


A. DESCRIPTION OF REPORTABLE SEGMENTS 

The corporation has five reportable segments: Generation, Transmission & Distribution (T&D), Energy Marketing 
(Marketing), Independent Power Projects (IPP) and New Zealand. The corporation's reportable segments 
offer different products and services both domestically and internationally. They are managed separately due to 
different technology and marketing strategies as well as due to geographic factors. 


Generation, T&D and Marketing operate mainly in Alberta and are primarily regulated by the AEUB. Transactions 
between these segments are facilitated through third party intermediaries, namely the Power Pool of Alberta 
(Power Pool) and the ESBI Alberta Ltd. (TA), the independent system operator. Legislation provides for the sale 
of all power for use in Alberta to the Power Pool for resale at a bid price which matches demand with supply. 
Intermediary transactions are netted In the consolidated statement of earnings but are shown separately in 
reported segment revenues. 


The Generation segment sells all of its electrical production to the Power Pool. Prices are determined through 
regulation and are based on a rate of return on assets and the recovery of costs. Revenues are net of Marketing's 
intersegment charges for energy trading and financial risk management services and payments to small power 
producers (SPP) (Note 19). The Generation segment also earns ancillary revenue for providing system stability 
services to the TA and pays ancillary access charges to the TA. 


The T&D segment provides electrical transmission and distribution services to direct customers. T&D's 
transmission services are administered by the TA. The T&D segment and the other utilities in Alberta provide 
transmission services to the TA, who then charges each distributor of electricity (including the corporation) a 
transmission tariff based on volume. Service charges for the transmission facilities and the tariffs charged by the 
TA are determined through regulation based on a rate of return on assets and the recovery of costs. The T&D 
segment is also credited for intersegment revenues from the Marketing segment for the provision of distribution 
services over T&D's low voltage networks. 


The Marketing segment derives revenue from the sale of electricity directly to residential, commercial and industrial 
customers, and from the wholesale trading of electricity and other energy related commodities and derivatives. 
Regulated rates determine revenues from direct customers, which are offset by amounts paid to the Power Pool 
for electricity purchases and the transmission tariffs paid to the TA. Revenues are also offset by T&D's interseg- 
ment distribution charges. The Marketing segment is credited for intersegment revenues from the Generation 
segment for the provision of energy trading and financial risk management services. Revenues from wholesale 
trading of electricity and other commodities and derivatives are presented net of the cost of acquiring the 


commodity to meet trading obligations in the consolidated statement of earnings but are shown separately in 
reported segment revenues. 


ANNUAL REPORT 1998 


The following diagram indicates the principal net revenue flows relating to the Generation, Transmission & 
Distribution and Marketing segments: 
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The IPP segment builds, owns and operates independent power projects in Canada and Australia for the sale of 
electric and thermal energy. The majority of electricity production is sold under long-term commercial contracts 
and the remainder is sold in spot markets. Thermal energy is sold under long-term contracts. 


The New Zealand segment builds, owns and operates independent power projects in New Zealand, transmits 
and distributes regulated electricity and gas (Note 3) and provides wholesale and retail energy marketing services. 


The accounting policies of the segments are the same as those described in Note 7. The corporation evaluates 
performance based on earnings before interest and income taxes and non-controlling interests (EBIT). The 
corporation accounts for intersegment sales and transfers as if the sales or transfers were to third parties. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


B. REPORTED SEGMENT PROFIT OR LOSS 


(in millions) 

i. 1998 Generation 
Earnings information 

revenues $ - 
intersegment revenues (purchases) (3.8) 
intermediary revenues (purchases) 671.0 
SPP payments and trading purchases (32.3) 
net segment revenues 634.9 
depreciation and amortization expense Oye? 

restructuring charges 0.8 
other operating expenses 219.1 


other income - 
gain on sale of New Zealand electricity lines business - 
rate adjustment-1995 14.9 


EBIT $ 302.9 


corporate overheads 
net interest charges 


earnings from continuing operations before income taxes and non-controlling interests 


Selected cash flow information 
Significant non-cash operating items 


depreciation and amortization (Note 7) $ 90.8 
gain on sale of New Zealand electricity lines business $ - 
other non-cash items $ - 
Additions to segment capital assets $ 102.6 
Selected balance sheet information 

segment assets $1,825.6 
segment accounts payable and accrued liabilities $ (14.7) 
ii. 1997 Generation 
Earnings information 

revenues $ = 
intersegment revenues (purchases) (4.4) 
intermediary revenues (purchases) 694.6 
SPP payments and trading purchases (32.2) 
net segment revenues 658.0 
depreciation and amortization expense 97.7 
other operating expenses 219.0 
other income - 
rate adjustment —1996 40.0 
EBIT Se301e3 


corporate overheads 
net interest charges 


earnings from continuing operations before income taxes and non-controlling interests 


Selected cash flow information 
Significant non-cash operating items 


depreciation and amortization (Note 7) $ 79.9 
other non-cash items $ - 
Additions to segment capital assets $ 55.9 


Selected balance sheet information 
segment assets 
segment accounts payable and accrued liabilities 


$1,813.2 
$ (150.5) 


T&D 


$ 107.5 


62.8 


$1,089.2 
$ 91(28;3) 


T&D 


$ 100.6 
$ = 
$ 119.4 


$1,123.2 
$ (87.3) 


SEGMENT ASSETS 


Marketing 


$1,435.6 
(226.7) 
(887.8) 
(298.6) 


22.5 
0.1 


21.6 


$ 08 


PAP WwW 
| 


$ 176.7 
$ (152.9) 


Marketing 


$1,386.2 
(242.3) 
(817.6) 
(309.7) 


16.6 


0.8 
V3.7. 


$ 2.1 


“ 
Ss 
© 


IPP 


$232.7 


$ 35.6 
$ z 
$ 2.6 
$123.9 


$964.8 
$ (54.2) 


IPP 


$ 29.4 
$ 0.2 
$ 37.7 


$471.9 
$ (21.6) 


New Zealand 


$ 318.9 


318.9 


225 
219.4 
(6.2) 
(149.0) 


$ 232.2 


SeeZ 25 
$(149.0) 
Sy xGz7) 
$ 34.6 


$ 723.3 
$(112.5) 


New Zealand 


$ 296.8 


$21.0 
$ (5.4) 
$ 94.5 


$675.2 
$ (38.6) 


Totals 


$1,987.2 
(0.4) 
(330.9) 
1,655.9 
262.9 
13.3 
687.2 
(6.2) 
(149.0) 
25.6 


$ 822.1 


109.2 
150.2 


$ 562.7 


256.5 

(149.0) 
(4.1) 

331.9 


AAP & 


$4,779.6 
$ (357.6) 


Totals 


$1,911.6 


86.7 
(341.9) 


1,656.4 


254.5 

679.2 
(2.4) 

51.3 


$ 673.8 


101.6 
178.0 


$ 394.2 


$287 
$ (5.2) 
307.7 


A 


$4,281.6 
$ (382.4) 


C. RECONCILIATIONS 


(in millions) 


i. Depreciation and amortization (D&A) as per statement of earnings 


D&A expense for reportable segments 
D&A on corporate assets 


consolidated total 


ii. Other operating expenses 
other operating expenses for reportable segments 
other corporate operating expenses 


consolidated total 


As presented in the statement of earnings as: 
operations, maintenance and administration 
fuel and purchased power 

taxes, other than income taxes 


consolidated total 


iii. Depreciation and amortization as per statement of cash flows 
D&A for reportable segments (Note 7) 

D&A on corporate assets 

D&A on discontinued operation in Argentina 

amortization of corporate financing costs 


consolidated total 


iv. Assets 

total assets for reportable segments 

other corporate assets 

assets related to discontinued operation in Argentina 


consolidated total 
v. Accounts payable and accrued liabilities 


total accounts payable and accrued liabilities for reportable segments 
other corporate accounts payable and accrued liabilities 


accounts payable and accrued liabilities related to discontinued operation in Argentina 


consolidated total 


vi. Other items 


1998 


Restructuring charges 
Other significant non-cash items 
Additions to capital assets 


1997 


Other significant non-cash items 
Additions to capital assets 


Segment 

totals 
SS kes! 
$ (4.1) 
$7631-9 
S (62) 
SS SOY 


1998 
$ 262.9 
21.5 


$ 284.4 


$ 687.2 
85.3 


Sei2.5 


$ 361.5 
366.6 
44.4 


$ 772.5 


$ 256.5 
21.5 

5.0 

1.8 


$ 284.8 


$4,779.6 
340.0 
270.4 


$5,390.0 


$ 357.6 
HESS) 
20.1 


$ 455.5 


Adjustments 


$ 24 
$ (21.4) 
Sie (ites) 


A 


GZ 
$ 8.5 


1997 


$ 254.5 
IANS) 


$ 276.4 


SOS 
Oa 


$1758. 


$ 367.0 
346.4 
45.5 


$ 758.9 


See Ory, 
ZAEo 
Sai 
2.0 


$ 265.3 


$4,281.6 
302.6 
298.0 


$4,882.2 


$ 382.4 
96.6 
5.4 


$ 484.4 


Consolidated 
totals 


SS 1ou7/ 
SS (2a9) 
$ 320.8 


$ (2.0) 
$)316:2 


The reconciling items to adjust additions to segment capital assets and other significant non-cash items to consolidated totals 
are the amounts relating to corporate head office assets such as buildings and software, which are reduced by intersegment 
transfers, and the discontinued operation in Argentina. The reconciling item to adjust restructuring charges to the consolidated 


total is the amount relating to corporate charges. 
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D. GEOGRAPHIC INFORMATION 


1998 1997 1998 1997 

(in millions) Revenues —«-Revenues ~=S«s=t«é«éCCapita assets; «= Capital assets. 
Canada $ 1,318.0 $1,337.0. —-  $ 3/685 Gea $ 3,448.3 
New Zealand 318.9 296.8 520.4 SHS) |) 1) 
Argentina - - 248.6 288.0 
Australia 19.0 Ziel 28.4 31.6 
$1,655.9 $1,6564  $44833 $ 4,349.4 


Argentina is accounted for as a discontinued operation (Note 4). Revenues are attributable 
to countries based on the location of customers. 


3. Acquisitions and disposals 


A. CANADA 

In April 1998 the corporation sold a 49.99 per cent interest in its Ontario cogeneration assets to TransAlta 
Cogeneration, L.P. (TA Cogen), a limited partnership owned 50.01 per cent by the corporation and 49.99 per 
cent by TransAlta Power, L.P. (TA Power), a publicly-owned entity. Total cash consideration was $279.0 million, 
of which $160.6 million was received in 1998, and $118.4 million will be received in April 1999. The effective 
proceeds on disposal of the capital assets amounted to $314.0 million comprised of the cash consideration and 
$35.0 million in long-term debt effectively assumed by TA Cogen. The effective total assets disposed were 
$149.7 million of which $111.8 million were capital assets. The effective total liabilities disposed, all of which 
related to long-term debt, were $35.0 million. After deducting other disposal costs of $4.0 million, the gain on 
disposal amounted to $160.3 million. 


The corporation has an obligation to purchase all of TA Power's interest in TA Cogen on December 31, 2018 at 
the then fair market value. The gain on disposal is being deferred and amortized on a straight-line basis over 

the period to December 31, 2018 (Note 17). Amortization of the gain in the amount of $5.8 million is presented 
within depreciation and amortization in the statement of earnings. 


This transaction created taxes payable on the capital gain which allowed recovery of previously unrecorded capital 
losses related to discontinued operations which resulted in a tax benefit in 1998 in the amount of $19.3 million 
($0.12 net earnings per common share). Further expected recoveries of previously unrecorded capital losses 
related to discontinued operations will result in tax benefits in the amount of $16.3 million. 


B. NEW ZEALAND 

Effective September 1, 1997 the corporation acquired an additional four per cent of the common shares of 
TransAlta New Zealand Limited (TANZ), to increase its interest to 66.7 per cent, in exchange for the corporation's 
47.5 per cent interest in the Southdown power plant and the corporation's 33 per cent interest in the Taranaki 
power plant in Stratford, together with the corporation's long-term contracts to operate both plants. The 
transfer of the corporation's interest in the Taranaki plant was deferred until its commissioning in August 1998. 


The corporation realized a net after tax gain of $3.4 million (1997- $2.4 million) on this transaction, which is 
presented as other income. 


Prior to the above transfer, the corporation disposed of a one-sixth interest in the joint venture which holds the 
Taranaki plant to a third party and realized a net after tax gain of $4.1 million (1997 — $2.9 million). Proceeds from 
the sale were $15.3 million, and net cash provided was $13.2 million. Total assets disposed were $47.3 million, 


of which $39.6 million related to capital assets, and total liabilities disposed were $38.2 million including 
$33.4 million of long-term debt. 


ANNUAL REPORT 1998 


New Zealand government legislation enacted in 1998 required the corporation to divest either its electricity lines 
business or its electricity supply (i.e. retail and generation) business. The corporation chose to pursue the elec- 
tricity supply business and dispose of its electricity lines business. In December 1998, the corporation realized 
cash proceeds on disposal of its electricity lines business in the amount of $468.7 million. Total assets disposed 
were $298.9 million, of which $286.4 million were capital assets, and total liabilities disposed were $3.8 million. 
Other costs of disposal totalled $24.7 million, of which $17.8 million relates to the premium on redemption 

of TANZ's bonds which was required to effect the sale. The pre-tax gain on disposal was $149.0 million 
($73.6 million after tax and nori-controlling interests; $0.45 net earnings per common share). The electricity lines 
business contributed net earnings of approximately $27 million in 1998 (1997 — $33 million). 


In November and December 1998, the corporation acquired two retail energy businesses for cash consideration 
of $249.2 million (net of cash acquired of $0.4 million). The acquisitions were accounted for using the purchase 
method. Total assets acquired amounted to $309.0 million of which $197.8 million relates to customer base intan- 
gible assets and $61.0 million relates to other capital assets. Total liabilities assumed amounted to $59.4 million, 
of which $30.8 million relates to electricity supply obligations and $8.7 million relates to restructuring accruals. 


C. AUSTRALIA 
In December 1998 the corporation acquired a 6.3 per cent interest in a gas transmission pipeline in Western 
Australia for cash consideration of $38.0 million (Notes 5 and 22). 


4. Discontinued operation in Argentina 


Effective December 31, 1998, the corporation adopted a formal plan to pursue divestiture opportunities relating 
to its investment in Argentina. The corporation has an effective 15.8 per cent interest in a joint venture which 
operates a 1,400-megawatt hydroelectric facility in Argentina under a long-term concession. It is expected that 
disposal will take place by way of a negotiated agreement in a private sale within the next two years. The 
corporation wrote down its investment by $72.1 million (no tax effect; $0.45 net earnings per common share) 
to its estimated net recoverable amount through an impairment charge to the hydroelectric capital asset of 
$57.9 million and an accrual of $14.2 million to absorb potential future losses. The corporation had previously 
provided its operation in Argentina with a standby credit facility limited to US$9.3 million which was not utilized 
at December 31, 1998 and expires May 31, 1999. Net earnings prior to the write-down for the discontinued 
operation in Argentina were $2.2 million to arrive at net earnings after the write-down of $69.9 million in 1998. 
For reporting purposes the results of operations have been presented separately as discontinued operations. 
Prior years’ figures have been restated to reflect this change in presentation. 


Revenues applicable to Argentina amounted to $39.6 million (1997 — $32.9 million). Balance sheet amounts related to the 
discontinued operation in Argentina as at December 31, 1998 are as follows: 


(in millions) 
Current assets | $79 | Current liabilities 3 OS Zz 
Capital assets 248.6 Current portion of long-term debt 65.0 
Other assets 13.9 Long-term debt 105.9 
; $270.4 Deferred income tax 10.5 
ree Non-controlling interests 18-2 
Currency translation adjustment 87 
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5. Investments 


(in millions) 


Restricted investments 


Investment in Australian gas transmission pipeline - cost method 


Other 


Less current portion — restricted investments 


1998 


$160.6 
38.0 
3.8 


202.4 
80.3 


$122.1 


1997 
AS = 


5 
52 


_ $5.2 


The restricted investments are fixed income securities with an investment grade credit rating, of which 
$80.3 million matures January 4, 1999 and $80.3 million matures January 4, 2000. These investments are held 
by TA Cogen and the amounts will be available for general corporate purposes on maturity. 


6. Long-term receivable 


(in millions) 


Due from Syncrude Canada Ltd. 


Less current portion included in accounts receivable 


1998 


$48.5 
Fil 


$39.4 


1997 
$48.5 


$48.5 


The long-term receivable is unsecured, non-interest bearing and repayable in equal monthly amounts over four 


years commencing April 1999. 


7. Capital assets 


(in millions except where noted) 


Thermal generation including coal mines 
Thermal environmental equipment 

Gas generation 

Hydro generation concession — Argentina 
Hydro generation — Alberta 

Transmission and distribution systems 
Customer intangibles 

Retail systems 

Other 

Assets under construction 


Customer contributions 


Depreciation 
rates 


3.1% -3.9% 
3.6% 

4.0% -5.0% 
3.3% 

2.8% 

3.2% -7.2% 
5.0% 

3.3% 
Various 
None 

3.0% 


1998 


Cost 

$ 2,396.6 
425.8 
720.6 
358.8 
300.6 
2A SSei 
249.8 
122.0 
370.4 
166.4 
(383.5) 


$ 7,480.6 


1998 


Accumulated 
depreciation 


$ 1,023.1 
211.6 
67.6 
111.4 
153.8 
1,409.1 
5.6 

14.2 
133.1 


(132.2) 


$2997.38 


1997 


Cost 

Sh eA 
425.6 
491.5 
332.6 
295,60 
2,944.1 
53:6 
61.5 
32325 
140.9 
(348.0) 


$ 7,098.5 


1997 


Accumulated 
depreciation 


$ 947.5 
204.2 
67.0 

44.6 
144.7 
1,362.9 
4.5 

4.3 

90.3 


(120.9) 


$ 2,749.1 


In 1998, the AEUB approved TransAlta Utilities’ rates for 1995. The approval reduced 1995 depreciation expense 
by $6.4 million and is included in the 1995 rate adjustment recorded in 1998 (Note 14). In 1997, the AEUB 
requested a change in TransAlta Utilities' depreciation rates. The change in rates related to 1996 decreased 
depreciation expense by $22.8 million and is included in the rate adjustment recorded in 1997 (Note 74). 


The corporation capitalized AFUDC of $3.0 million (1997 — $3.6 million) and interest during construction of 
$4.2 million (1997 — $6.3 million) to assets under construction. 


The corporation has entered into future construction commitments of approximately $375 million. 


8. Other assets 


(in millions except where noted) 


Deferred development costs 
Cross currency swaps (Note 17a) 


Deferred financing costs 


9. Short-term debt 


1998 

(in millions aybept where noted) Outstanding 
Bank debt _ $49.0 
Commercial paper 42.5 
ds | $91.5 


( Interest is an average rate weighted by principal amounts outstanding. 


1998 
Interest '” 
5.4% 
5.0% 


1998 
$21.4 
10.2 
8.5 
$40.1 


1997 
Outstanding 
$12.6 
29.0 

$41 6 


1997 
$6.6 
6.8 
Die 
$34.6 


1997 
Interest 
6.0% 
41% 


Included in bank debt is the equivalent of $38.0 million (1997 — nil) denominated in Australian dollars. Short-term 


debt represents amounts drawn on bank credit facilities (Note 10.a./i). 


10. Long-term debt 


A. AMOUNTS OUTSTANDING 


1998 
(in millions except where noted) Outstanding 

Recourse | 
debentures, due 1998 to 2008 $1,273.4 
bank credit facilities, due 2002 200.2 
notes payable — Ontario plants, due 2000 to 2014 70.0 
notes payable — FESL, due to 2002 40.0 
other, due to 2005 1558) 
capital lease obligation, due to 2007 11.6 
first mortgage bonds, due to 2002 te 
bonds — New Zealand, due 2003 to 2006 = 
bank debt — Taranaki plant, due to 2011 = 
; 1,622.0 

Non-recourse 

bank debt — Argentina plant, due 2000 91:9 
euronotes — Argentina, due 1999 to 2000 79.8 
bank debt — Taranaki plant, due to 2011 65.0 
bank debt — Southdown plant, due to 2011 44.9 
notes payable — Ontario plants, due 2000 to 2014 - 
| : | 281.6 
1,903.6 
less current portion 175.1 
i Gai | $1,728.5 


() Interest is an average rate weighted by principal amounts outstanding. 


1998 


Interest 


8.2% 
5.4% 
7.4% 
6.3% 
8.0% 
9.4% 
8.5% 


1997 


Outstanding 


$1,324.0 
124.4 
7.8 

40.0 

4.7 

WP 
14.3 
180.6 
104.1 
1,812.6 


86.2 

76.1 
48.7 
174.4 
385.4 
2,198.0 
PIS} \\ 8) 
$1,966.1 


1997 


Interest 


8.9% 
4.4% 
9.3% 
4.9% 
8.0% 
9.0% 
8.5% 
8.9% 
8.3% 
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i. Debentures | The debentures bear interest at fixed rates. A floating charge on the property and assets of 
TransAlta Utilities, subject to the first specific charge and the first floating charge securing the first mortgage 
bonds, has been provided as security. 


ii. Bank credit facilities | Bank credit facilities are unsecured and bear interest at variable rates. The interest 
rate on $75.0 million of the 1998 amount has been fixed using an interest rate swap with a pay fixed interest 
rate of 4.5 per cent maturing in 1999, extendible at the bank's option to 2000. The 1997 amount includes the 
equivalent of US$37.0 million and the interest was fixed using U.S. dollar interest rate swaps with maturities 
from 1998 to 1999, a total notional principal amount of US$37 million and a weighted average pay fixed interest 
rate of 5.5 per cent. 


Details of the bank credit facilities as at December 31, 1998 are as follows: 


Credit facility Available credit Borrowing Renewal Conversion 

(millions) (millions) Type currency date terms 

$300.0 $257.5 revolving Canadian January 1999 - 

GES. $400.0 $227.3 revolving UiSNor June 1999 5 year term 

Canadian loan repayable in 2004 

UES: $ 50.0 $ 25.0 revolving New Zealand March 1999 - 
or Australia 

WES: $ 25.0 $ 16.9 demand WIESE O}F - = 
Canadian 


” Conversion terms will apply effective the renewal date if the facility is not renewed. 


iii. Notes payable - Ontario plants | At December 31, 1997, the notes payable were non-recourse. 
First fixed and floating charges and specific mortgages on the Mississauga, Ottawa and Windsor plants and 
assignment of the related contracts, except for $7.8 million which was recourse to the corporation, were 
provided as security. These notes bear interest at fixed rates. 


In 1998, the non-recourse notes payable relating to the Mississauga and Ottawa plants were redeemed at a 
premium of $27.2 million which has been netted against the gain on the sale of the capital assets to the limited 
partnership. The Windsor plant notes payable became recourse to the corporation in 1998 through a standby 
letter of credit. 


iv. Notes payable —- FESL | The notes payable to rural electrification co-operative associations through their 
agent, Farm Electric Services Ltd. (FESL), represent funds contributed by members of these associations, bear 
interest at variable rates and are unsecured. 


v. Other | Other long-term debt includes an $11.0 million advance in respect of a partner's contribution to an 
independent power project which bears interest at a fixed rate. 


vi. Capital lease obligation | Certain coal mining capital assets have been provided as security. The obligation 
bears interest at a fixed rate. 


vii. First mortgage bonds | The first mortgage bonds are payable in U.S. dollars and bear interest at fixed 
rates. Security consists of a first charge on certain of the capital assets of TransAlta Utilities and a first floating 
charge on all of its other assets situated in Alberta. 


viii. Bonds — New Zealand | The New Zealand dollar denominated bonds were redeemed on December 31, 


1998. The premium on redemption of $17.8 million was netted against the gain on sale of the New Zealand 
electricity lines business. 


ix. Bank debt — Taranaki plant | Debt related to the Taranaki power plant is payable in New Zealand dollars 
and bears interest at variable rates. During 1998, this debt was converted under the existing facility to non- 
recourse debt with the assets and related contracts of the plant as security. The amount is repayable in quarterly 
instalments to 2011 bearing inierest at variable rates. The interest rate on a majority of this debt has been fixed 
using New Zealand dollar interest rate swaps with maturities from 2001 to 2007, a total notional principal 
amount of $56.3 million and a weighted average pay fixed interest rate of 7.6 per cent. 


x. Bank debt — Argentina plant | Argentinian bank debt is payable in U.S. dollars, bears interest at fixed 
rates and is non-recourse to the corporation. Included in the amount is $39.8 million for which a first call on the 
revenues of the corporation's operation in Argentina has been provided as security. 


xi. Euronotes — Argentina | The Euronotes are unsecured, payable in U.S. dollars, bear interest at fixed rates 
and are non-recourse to the corporation. 


xii. Bank debt - Southdown plant | Non-recourse debt related to the Southdown power plant is payable 
in New Zealand dollars, bears interest at variable rates and is repayable in quarterly instalments to 2011. The 
assets and related contracts of the plant have been provided as security. The interest rate on a majority of this 
debt has been fixed using New Zealand dollar interest rate swaps with maturities from 2001 to 2004, a total 
notional principal amount of $43.9 million and a weighted average pay fixed interest rate of 7.8 per cent. 


B. PRINCIPAL REPAYMENTS 
Long-term debt principal amounts are due in the following years: 


(in millions) 

1999 $175.1 

2000 DSS. I 

2001 139) 

2002 V2 

2003 580.3 

2004 and thereafter 602.8 

$1,903.6 


Cc. INTEREST 
Interest expense on long-term debt was $179.6 million (1997 — $195.7 million). Interest paid in the year was 
$190.6 million (1997 — $208.3 million). 


11. Deferred credits 


(in millions) \ 5 : 1998 1997, 
Unamortized gain on sale of capital assets to limited partnership $154.5 $ = 
Electricity supply obligations (Note 17.c) 37.8 - 


62 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


12. Non-controlling interests 


A. STATEMENT OF EARNINGS 


(in millions) 1998 1997 
Dividend requirements on preferred shares of a subsidiary $21.1 . $21 K; 
TA Power's limited partnership interest in TA Cogen 5.9 - 
Other common shareholders’ interests VAY 10.0 

($987 See 


B. PREFERRED SHARES OF A SUBSIDIARY 

An unlimited number of first and second preferred shares, all without nominal or par value, have been authorized 
for issuance by TransAlta Utilities. The first preferred shares, which are issuable in series, are cumulative and 
redeemable at designated dates at the option of the corporation at their subscription price together with a premium 
not in excess of the annual dividend. Certain series have annual purchase funds which are non-cumulative 
but require the corporation to make all reasonable efforts to purchase for cancellation, in the open market, 
preferred shares at a price not exceeding their subscription price plus any accrued and unpaid dividends and 
costs of purchase. 


Series Series Total 
(in millions) 4.0% =7.7% 84% 
Issued and outstanding at December 31, 1996 $125.2 $145.3 $270.5 
Redemption through purchase fund in 1997 (2.9) - (2.9) 
Issued and outstanding at December 31, 1997 and 1998 $1 22.3 $145.3 S ? $267.6 
C. OTHER NON-CONTROLLING INTERESTS 
(in millions) 1998 1997 
TA Power's limited partnership interest in TA Cogen $ 276.4 $ é = 
Other common shareholders’ interests 226.9 162.9 

$503.3 $162.9 


13. Common shares 


A. ISSUED AND OUTSTANDING 
The corporation is authorized to issue an unlimited number of voting common shares without nominal or par value. 


1998 1998 1997 1997 
(in millions) Common shares Amount Common shares Amount 
Issued and outstanding at beginning of year 160.0 $ 930.1 (Beis . $ 923.6 
Issued for cash 9.1 211.6 = = 
Issue costs (net of income taxes of $3.9 million) - (4.7) = = 
Issued for cash under share option plan 0.5 Ths) 0.5 6.5 
Issued and outstanding at end of year 169.6 $1,144.5 160.0 $ 930.1 


B. COMMON SHARES RESERVED FOR FUTURE ISSUE 

Under the amended terms of a share option plan, the corporation is authorized to grant employees options to 
purchase up to an aggregate of 6,000,000 common shares at prices based on the market price of the shares as 
determined on the date of the grant. Options may not be exercised until one year after the grant and thereafter 
at an amount not exceeding 20 per cent of the grant per year on a cumulative basis until the sixth year, after 
which the entire grant may be exercised until the tenth year which is the expiry date. 


Number of share options Exercise prices 
Outstanding at December 31, 1996 2,171,000 ilitn i/o tOmmmrS 155.0 
Exercised (485,004) Sev ie toe apa allS 
Cancelled or expired (83,820) PiGalSmetO we oa| |S 
Outstanding at December 31, 1997 1,602,176 Siiesy “ton =S15970 
Granted 4,000 $17.35 ~ 
Exercised (562,640) Sil dley/TAy etoy SVS VA0) 
Cancelled or expired (29,000) $14:50) eto. $1515 
Outstanding at December 31, 1998 (Note 22.a) MOT4 536. =» al Pet Th SE TGRVAN piel RESETS 


The corporation is authorized to grant employees up to an aggregate of 2,000,000 common shares pursuant to 
the PSOP. The number of common shares which may be issued under both the PSOP and the share option plan 
shall not exceed 6,000,000 common shares. 


Under the amended terms of an employee share purchase plan, the corporation is authorized to issue up to an 
aggregate of 200,000 common shares at prices based on the market price of the shares as determined on the 
date of issue. As of December 31, 1998, no shares had been issued under the plan. 


C. SHAREHOLDER RIGHTS PLAN 

The primary objective of the shareholder rights plan is to provide the corporation's board of directors sufficient 
time to explore and develop alternatives for maximizing shareholder value if a takeover bid is made for the 
corporation and to provide every shareholder with an equal opportunity to participate in such a bid. 


When an acquiring shareholder acquires 20 per cent or more of the outstanding common shares of the corporation 
and that shareholder does not make a bid for all of the common shares outstanding, each shareholder other than 
the acquiring shareholder may receive one right for each common share owned. Each right will entitle the holder 
to acquire an additional $160 worth of common shares for $80. 


14. Rate adjustments 


A. 1995 RATE ADJUSTMENT RECORDED IN 1998 

As a consequence of an application made by the Industrial Power Consumers Association of Alberta on December 
14, 1995, the AEUB ordered a review of TransAlta Utilities' rates for 1995. An application to the AEUB to review 
and vary that order and an application to the Court of Appeal for leave to appeal that order were both denied during 
1997. The AEUB decision regarding a review of TransAlta Utilities’ rates for 1995 was received on August 12, 
1998. The impact of the decision on rates has been reflected as an unusual item that reduced 1998 earnings 
before tax by $25.6 million ($11.7 million after tax; $0.07 net earnings per common share). The Industrial Power 
Consumers Association of Alberta has appealed this decision on the basis of seeking additional refunds to 
customers in respect of interest and a hearing will occur in 1999. Any potential liability for additional refunds is 
indeterminable at this time and no amount has been accrued in these accounts. 


B. 1997 AND 1996 RATE ADJUSTMENTS RECORDED IN 1997 

In 1996 and 1997, regulated electric revenues of TransAlta Utilities were collected under tariffs approved by 
the AEUB in December 1995 on an interim refundable basis. During the period July through October 1996, 
TransAlta Utilities’ interim 1996 tariffs were the subject of a public hearing before the AEUB. The AEUB 
released its decision regarding the 1996 general rate application on October 31, 1997. The rate adjustment relating 
to 1996 is presented as an unusual item which reduces 1997 earnings before tax by $51.3 million ($25.4 million 


after tax; $0.16 net earnings per common share). 
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15. Income taxes 


Income taxes vary from the amount that would be determined by applying the combined statutory Canadian 
federal and provincial income tax rates to pre-tax earnings before income taxes and non-controlling interests, 
with details as follows: 


(in millions except where noted) 1998 1997 
oe ; tee eee ite Fae ee 
Income taxes 

continuing operations 202.0 181.1 
discontinued operation in Argentina Cy (ea) 
tax benefit from previously discontinued operations (19.3) - 


Non-controlling interests 


continuing operations 98.7 Sizes 
discontinued operation in Argentina (0.2) (1.0) 
Earnings before income taxes and non-controlling interests $501.8 ome $392.9 
statutory Canadian federal and provincial income tax rate 44.62% 44 62% 
expected taxes on income $223.9 $175.3 


Increase (decrease) in income taxes resulting from: 


non-deductible write-down of discontinued operation in Argentina 19.1 - 
large corporations tax (net of surtax) 8.9 6.2 
unprovided deferred taxes on federal timing differences 6.7 - 
unprovided deferred taxes on provincial timing differences 6.0 (1.7) 
non-taxable allowance for funds used during construction 6.0 8). 7! 
royalties 3.3 2.6 
non-taxable portion of gains on sale of assets (36.6) (0.8) 
lower effective foreign tax rates (22.5) (10.1) 
tax losses (22.0) (2.5) 
resource allowance (5.3) (5.3) 
non-taxable (non-deductible) equity (earnings) losses of affiliates (2.5) 0.2 
other 6.9 10.4 
Total income taxes ‘ ee mS a bo $191.9 a $180.0 
current $203.0 $135.6 
deferred (Is) 44.4 


Presented within the statement of earnings as: 


Continuing operations 


current on ee 

deferred me a 
$202.0 $181.1. 

Discontinued operation in Argentina = ae 

current Rai ; : 

deferred ae me 


Tax benefit of previously discontinued operations — deferred $ (19.3) i $ 


Liabilities for deferred federal income taxes in the amounts of $52.1 million (1997 — $58.8 million) and deferred 
provincial income taxes of $11.3 million (1997 — $17.3 million) have not been recorded. 


Income taxes paid in the year were $103.5 million (1997 — $166.9 million). 


16. Post retirement benefits 


A. PENSIONS 

The corporation maintains a pension plan with defined benefit and defined contribution options covering substan- 
tially all employees of the corporation, its domestic subsidiaries and specifically named employees working 
internationally, and an unfunded supplemental defined benefit retirement pension plan. 


A defined contribution option was introduced during 1997. Employees were given the choice to continue in the 
defined benefit plan or transfer their assets to the defined contribution plan with their decision being retroactive 
to January 1, 1997. All new employees hired subsequent to May 31, 1997 had the option of participating in 
either the defined benefit or defined contribution option of the pension plan until June 30, 1998 when the 
defined benefit option ceased for new employees. 


(in millions) 1998 1997 


Defined benefit 


current service cost $11.1 $2.8 
interest cost 18.3 eel: 
actual return on plan assets (20.7) (19.2) 


net amortization and deferral of experience gains and losses, 


changes in assumptions and plan amendments (4.7) (2.5) 
4.0 (1e2) 

Defined contribution es 6.8 
Supplemental retirement pension plan 10.8 BE 
$22. Bs $8.5 


The restructuring charges of $15.7 million in 1998 ($8.9 million after tax; $0.06 net earnings per common share) 
include $12.5 million in pension expense related to enhanced defined benefit ($6.0 million) and supplemental retire- 
ment pension ($6.5 million) benefits to be paid under voluntary and involuntary retirement staff reduction programs. 


At December 31, 1998, the estimated market value of defined benefit pension fund assets for actuarial purposes 
was $322.9 million (1997 — $296.1 million) and the actuarial value of accrued defined benefit pension obligations 
was $284.5 million (1997 — $246.6 million). For the supplemental defined benefit retirement pension plan, the 
actuarial value of the unfunded obligation was $23.7 million at December 31, 1998 (1997 — $22.6 million). 


The latest actuarial valuations of the defined benefit pension plan and the supplemental defined benefit retire- 


ment plan were completed as of December 31, 1996. 
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B. POST RETIREMENT BENEFITS OTHER THAN PENSIONS 
The corporation and its domestic subsidiaries provide supplementary health and dental benefits covering retirees 
of the corporation under the age of 65 and their eligible dependents. 


Post retirement benefits expense for the year ended December 31, 1998 was $2.6 million (1997 — $2.5 million). 
The actuarial value of the unfunded post retirement benefits obligation was $17.2 million (1997 — $15.9 million). 


The latest actuarial valuation of post retirement benefits other than pensions was completed as of 
December 31,1994. 


17. Financial risk management 


A. FOREIGN EXCHANGE RATE RISK MANAGEMENT 

i. Fair value hedges | The corporation has exposure to changes in the carrying values of its foreign opera- 
tions as a result of changes in foreign exchange rates. The corporation uses foreign exchange denominated debt 
and cross currency swaps at fixed rate terms to hedge these exposures. Translation gains and losses on these 
hedges are deferred and included in the cumulative translation adjustment in shareholders’ equity. 


Details of debt and notional amounts of cross currency swaps are as follows: 


1998 1998 1997 1997 
(in millions except where noted) Amount Maturities Amount Maturities 
New Zealand dollar hedges 
cross currency swaps NZ $93.0 2000-2005 NZ $93.0 2000-2005 
Australian dollar hedges 
cross currency swaps AUS $18.0 2002 AUS $18.0 2001 
U.S. dollar hedges 
long-term debt - - US $37.0 1998-1999 


At December 31, 1998, the fair and carrying value of the cross currency hedges was an asset of $10.2 million 
(1997 — $6.8 million) which is presented within other assets (Note 8). 


ii. Cash flow hedges | The corporation has hedged future Swiss franc obligations through a forward 
purchase contract in the amount of 144.6 million Swiss francs (1997 — nil) which mature in 1999 with a fair value 
liability of $1.4 million (1997 — nil). 


The corporation has also hedged a portion of its future New Zealand dollar earnings through forward sales 
contracts maturing in 1999 with a total notional amount of NZ$12.9 million (1997 — nil) and a total fair value asset 
of $0.3 million (1997 — nil). 


B. INTEREST RATE RISK MANAGEMENT 

i. Existing debt | The corporation has fixed the interest rates on 91 per cent (1997 — 94 per cent) of its long- 
term debt through fixed rate borrowings and pay fixed interest rate swaps with a total notional principal amount 
of $175.3 million (1997 - $172.3 million) (Note 10). The total fair value of the interest rate swaps as at December 31, 
1998 was a $6.0 million liability (1997 - $7.7 million asset). 


The fair value of the corporation's fixed interest rate long-term debt changes as interest rates change, with 
details as follows: 


1998 1998 1997 1997 
(in millions) Carrying amount Fair value Carrying amount Fair value 
Long-term debt — recourse $1,622.0 $1,734.4 $1,812.6 $1,938.1 
Long-term debt — non-recourse $ 281.6 $ 264.1 $ 385.4 $ 403.0 


ii. Future debt issuances | The corporation uses forward starting interest rate swaps and forward starting 
interest rate collars to hedge its interest payments on future debt issuances. As at December 31, 1998 the total 
notional principal amount was $325.0 million (1997 — nil), with a fair value liability of $14.6 million (1997 — nil) 
and maturities from 2010 to 2030. 


C. ENERGY COMMODITIES PRICE RISK MANAGEMENT 

i. Trading activities | The corporation markets energy derivatives, including physical and financial swaps, 
forwards and options, to gain market information and to earn trading revenues. At December 31, 1998, details 
of the corporation's trading positions are as follows: 


Fixed price payor Fixed price receiver Maximum term 
(in millions except where noted) Units(000's) Notional amounts Notional amounts in months 
Electricity megawatt-hours 876 1,013 WZ 
Natural gas gigajoules 17,014 15,725 10 


The carrying and fair value of energy commodity trading assets included in accounts receivable is $11.6 million 
(1997 - $6.7 million). The carrying and fair value of energy commodity liabilities included in accounts payable is 
$10.7 million (1997 - $6.8 million). 


ii. Hedging activities | The corporation uses energy derivatives, including physical and financial swaps, 
forwards and options, to manage its exposure to changes in electricity and natural gas prices. At December 31, 
1998, details of the corporation's hedging positions are as follows: 


Fixed price payor Fixed price receiver 
(in millions except where noted) Units(000’s) Notional amounts Notional amounts Maturities 
Electricity megawatt-hours 15,048 Th kel 2000 — 2010 


The carrying value of energy commodity trading liabilities was $37.8 million (1997 — nil) with a fair value asset of 
$4.8 million (1997 — nil). The carrying value is presented as electricity supply obligations (Note 17). 


In addition, the corporation has entered into a number of long-term gas purchase and transportation agreements 
to hedge its long-term electricity sales contracts. 
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D. CREDIT RISK MANAGEMENT 

The corporation has a significant concentration of credit risk relating to its long-term receivable from Syncrude 
Canada Ltd. in the amount of $48.5 million. Geographically, approximately $147 million of the total accounts 
receivable of $302.7 million relates to the regulated Alberta market, but credit risk is mitigated through the 

regulated recovery of credit losses through customer rates. No single customer accounted for greater than 
10 per cent of the corporation's consolidated revenues in 1998 nor in 1997. Credit risk associated with the 

limited partnership final instalment receivable of $118.4 million is mitigated as the units have been pledged as 
collateral. The restricted investments totalling $160.6 million have an investment grade credit rating. 


18. Joint ventures 


Summarized information on the results of operations, financial position and cash flows relating to the corporation's 
prorata interests in jointly controlled corporations (including its discontinued operation in Argentina) are as follows: 


(in millions) 1998 1997 
Results of operations ; BAS a =) ee 
revenues $106.7 $78.2 
expenses (152.8) (72.1) 
non-controlling interest 0.2 toll 
proportionate share of net earnings (loss) $ (45.9) Ay $ Ta. 
1998 1997 
Financial position es 
current assets $ 19.5 $ 20.7 
long-term assets 436.2 454.5 
current liabilities (90.6) (26.9) 
long-term liabilities (217.2) (280.7) 
non-controlling interest (77.9) (72.6) 
proportionate share of net assets $ 70.0 . $ 95.0 
1998 1997 
Cash flows . oan 
cash flow from operations $ 13.6 $17.5 
cash flow from (to) investing activities 0.9 (78.5) 
cash flow from (to) financing activities (12.0) 64.9 
proportionate share of changes in cash and short-term investments S25 $ ext 


19. Small power producers’ contracts 


The Alberta Small Power Research and Development Act requires the corporation to enter into long-term power 
purchase contracts with eligible small power producers at legislated prices which are higher than current market 
prices. The small power producer contract costs are passed on to customers through rates approved by the AEUB, 
with the expectation that such costs will continue to be recoverable in future years. Payments under the contracts 
are included in rates charged to customers and are netted against revenues. 


At December 31, 1998, future undiscounted minimum payments under these contracts are approximately $533 
million, of which approximately $33 million relates to each of the years in the next five years. 
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20. Uncertainty due to the Year 2000 issue 


The Year 2000 issue arises because many computerized systems use two digits rather than four to identify a 
year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when 
information using year 2000 dates is processed. |n addition, similar problems may arise in some systems which 
use certain dates in 1999 to represent something other than a date. The effects of the Year 2000 issue may be 
experienced before, on, or after January 1, 2000, and, if not addressed, the impact on operations and financial 
reporting may range from minor errors to significant systems failure which could affect the corporation's ability 
to conduct normal business operations. In light of this uncertainty the corporation has undertaken a comprehensive 
program to identify specific areas of potential risk and implement corrective action. The plan includes identification, 
assessment, conversion or replacement, testing, evaluating third party dependencies, and contingency planning 
to manage the risk. However, it is not possible to be certain that all aspects of the Year 2000 issue affecting the 
corporation, including those related to the effort of customers, suppliers or third parties, will be fully resolved. 


21. Comparative figures 


Certain of the comparative figures have been reclassified to conform with the current year's presentation. 


22. Subsequent events 


A. SUBSEQUENT TO DECEMBER 31, 1998 AND PRIOR TO FEBRUARY 2, 1999 

i. The corporation increased its interest in a gas transmission pipeline in Western Australia from 6.3 per cent to 
8.8 per cent for consideration of approximately $14 million and acquired an 85 per cent interest in four gas-fired 
power generating stations and transmission lines in Western Australia for consideration of approximately $190 
million; and, 


ii. The corporation expanded enrollment in the share option program to include all domestic employees of the 
company by issuing an additional 947,750 employee share options at an exercise price of $23.05, expiring in 
2009, to all domestic employees not previously included in the plan. The vesting of these options is dependent 
on achieving certain performance targets. 


B. ON FEBRUARY 8, 1999 
The corporation received stock exchange approval to purchase for cancellation up to one million of its common 
shares through a normal course issuer bid program terminating on February 10, 2000. 
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(in millions except where noted) 


Earnings statement 
revenues 
earnings before interest and income taxes 


net earnings 


Balance sheet 

Total assets 

Invested Capital 

short-term debt net of cash 
long-term debt 

preferred shares of a subsidiary 
other non-controlling interests 
common shareholders’ equity 


total invested capital 


Cash flow 
cash provided by operations 
cash used in investing activities 


Common share information (per share) 
net earnings 

dividends declared 

cash flow provided by operations 

book value (at year end) 

Market price 

high 

low 

close (at year end) 


Ratios (percentages except where noted) 
debt/invested capital 

return on common shareholders’ equity 

return on invested capital 

dividend payout 

dividend yield 

price/earnings (multiple) 

weighted average common shares for year (in millions) 
common shares outstanding at year end (in millions) 


Statistical record 

number of employees* 

number of direct retail customers 

Electric energy sales (millions of kilowatt hours) 
residential and commercial 

industrial 

wholesale contracts 

total electric energy sales 

Generating capability (nominal net megawatts) 
hydro 

coal 

gas and other 

total generating capability 

Fuel source (millions of kilowatt hours) 

hydro 

coal 

net purchases and exchanges 

gas and other 


total fuel source 


1998 1997 1996 
1,655.9 1,656.4 1,515.6 
569.4 583.5 546.7 
211.4 182.6 181.0 
5,390.0 4,882.2 4,804.4 
(101.7) (20.3) 13.3 
1,902.8 2,198.0 2,364.0 
267.6 267.6 270.5 
503.3 162.9 164.4 
1,855.1 1,594.3 1,582.3 
4,427.1 4302.5 4,394.5 
475.2 666.4 563.2 
(141.4) (319.7) (459.9) 
1.31 1.14 1.14 
0.99 0.98 0.98 
2.95 4.17 3.54 
10.94 9.96 9.92 
25.40 22.75 18.20 
18.20 15.10 14.25 
22.60 22.55 17.25 
40.68 51.82 54.10 
12.26 11.50 11.58 
13.20 13.57 13.03 
75.83 85.71 86.19 
7.11 9.07 10.66 
17.25 19.78 15.13 
161.25 159.70 159.20 
169.60 160.00 159.50 
2,455 2,667 3,099 
883,115 348,038 346,657 
5,510 5,428 5,373 
17,246 16,915 16,228 
13,682 14,359 10,909 
36,438 36,702 32,510 
800 800 800 
3,676 3,676 3,676 
798 826 815 
5,274 . 6300: ea ken ann 5,291 
1,828 1,626 1,754 
27,941 28,727 27,844 
534 539 500 
8,767 8,239 4,666 
39,070. 39,1 34,764 
Notes 


a Results include a $110.0 million discontinued operation. 
* Full-time equivalents except 1988 which is full-time employ 


1995 1994 
1,330.5 1,261.0 
558.6 545.7 
181.7 186.9 
4,346.9 3,969.7 
ies: 84.8 
2,009.0 1,584.5 
371.9 462.8 
73.3 - 
1,542.7 {5115.0 
3)998i2 3,647.1 
430.7 422.9 
(361.3) (152.7) 
1.14 1.18 
0.98 0.98 
ZH 2.66 
9:71 9.54 
14.88 16.25 
13.00 NSA. 
14.63 14.50 
50.28 45.77 
11.88 12.49 
14.61 14.63 
85.69 83.25 
10.74 10.20 
12.83 12.29 
158.90 158.80 
158.90 158.80 
2,128 ZANS 
340,960 334,387 
4,989 4,939 
15,618 14,753 
11,334 10,618 
eee a a 202 10 
800 800 
3,676 3,676 
485 485 
eee 
1,786 1,574 
28,026 ZT, 
395 401 
3,061 2,860 
ode BE ecole 


Ratio Formulas 


Debt/invested capital = (Short-term debt + long-term debt — cash and short-term investments)/ 
(Debt + preferred shares + non-controlling interests + common equity) 


Return on common shareholders’ equity = Net earnings/Average of opening and closing equity 
Return on invested capital = Earnings before interest and income taxes/Average annual invested capital 


Dividend payout = Dividends/Net earnings 


1993 


1,208.3 
523.4 


183.8 


4,060.8 


37.1 
1,748.8 
549.0 


1,477.6 


5) e245) 


363.9 


(295.8) 


AG 
0.98 
Dero) 
DoH 


15.50 
12.63 
15.25 


46.84 
12.58 
13:98 
84.60 
(isa 
SES 
158.70 


158.70 


2,435 
328,058 


4,739 
133539 
8,797 


27,075 


800 
3,676 
375 


4,851 


1,670 
27,869 
(1,107) 

1,256 


Pe ee 


2,612 
327,163 


4,691 
13,101 
7,555 


25,347 


800 
3,676 
265 


4,741 


1,502 
26,904 
(1,145) 

100 


AERA Miz 


1994 


2,666 
318,954 


4,656 
12,168 
7,426 


24,250 


800 
3,676 
85 


ole 


2,022 
26,102 
(1,905) 


Dividend yield = Common share dividends/Prior year’s close price 
Price/earnings multiple = Current year's close/Net earnings per share 


22,786 


4,561 


ang ar 


1990 


285.6 
(255.4) 


0.26 
0.98 
2.10 
8.42 


2,626 
SIZ Asi 


4,499 
10,911 
7,376 


800 
3,676 
85 


2,051 
25,584 
(2,809) 


24,826 


1989 


2,494 
303,684 


4,367 
10,359 
7,216 


800 
3,493 
85 


UES 


1,589 
25,510 
(2,969) 


Eee 


21,942 
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1988 


2,548 
296,601 


4,246 
9922 
7,002 


26,342 
(4,619) 
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SHAREHOLDER INFORMATION 


Annual General Meeting 
The Annual General Meeting will 
be held at 10 a.m. on Wednesday, 


April 28, 1999 at the Hotel MacDonald, 
10065-100 Street, Edmonton, Alberta. 


Transfer Agent 
CIBC Mellon Trust Company 


P.O. Box 7010 Adelaide Street Station 


Toronto, Ontario M5G 2W9 
PHONE 

1-800-387-0825 toll free 
in North America 

OR 

(416) 813-4600 in Toronto 
or outside North America 
FAX 

(416) 813-4555 

WEB SITE 
www.cibcmellon.ca 


Ticker symbol 
TA for TransAlta Corporation 
common shares 


Exchanges 

Toronto Stock Exchange 
Montreal Exchange 
Alberta Stock Exchange 


Voting rights 
Common shareholders receive one 
vote for each common share held 


Need additional information? 
Requests for information 
can be directed to: 


Investor Relations 
TransAlta Corporation 

P.O. Box 1900, Station “M” 
110-12th Avenue S.W. 
Calgary, Alberta T2P 2M1 


PHONE 

1-800-387-3598 toll free in Canada 
OR 

(403) 267-2520 in Calgary 

or outside North America 

FAX 

(403) 267-2590 

E-MAIL 
investor_relations@transalta.com 
WEB SITE 

www.transalta.com 


* 


* 
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Special services for registered shareholders 


Service Description 


Dividend reinvestment & 
share purchase plan 


Conveniently reinvest your TransAlta 
dividends and purchase common shares 
without brokerage costs. 
Direct deposit for 

dividend payments 


Automatically have dividend payments 
deposited to your bank account. 


Eliminate costly duplicate mailings by 
Account consolidations consolidating account registrations. 
Receive tax slips and dividends without 
the delays resulting from address and 
ownership changes. 


Address changes & 
share transfers 


To use these services please contact our transfer agent. 


Stock splits and share consolidations 


Date Events Ratio 


May 8, 1980 Stock split oul 


February 1, 1988 Stock split* 2:1 


Reorganization — TransAlta Utilities shares ey 
exchanged for TransAlta Corporation** 


December 31, 1992 


The Valuation Date value of common shares owned on December 31, 1971, adjusted for stock 
splits is $4.54 per share. 

The adjusted cost base for shares held on January 31, 1988 is reduced by $0.75 per share 
following the February 1, 1988 share split. 

TransAlta Utilities Corporation became a wholly owned subsidiary of TransAlta Corporation 

as a result of this reorganization. 


Important dividend dates 


Record date Ex-dividend date 


March 1, 1999 


Payment date 


April 1,1999 


July 1,1999 June 1, 1999 


October 1, 1999 September 1, 1999 


January 1, 2000 December 1, 1999 November 29, 1999 


April 1, 2000 


payment date falls on a weekend or holiday the payment is made the following business day. 


Dividend policy 

TransAlta’s dividend policy considers several factors including: the corporation's earnings 
record; cash flow; capital requirements; the expectations of shareholders; and future 
earnings prospects. The dividends declared and paid are consistent with TransAlta‘s 
growth strategy and recognize the need to retain earnings to finance future growth. 


(YEARS ENDED DECEMBER 31, DOLLARS) 


Ree ee eS ame rae 
f 
300 | 
asi — 
200 | a 
oh 
100 | 
| 
93 94 95 96 97 98 
| TransAlta 100 101 109 136 186 193 
| TSE 300 100 100 114 147 169 166 
\ TSE Utilities 100 102 112 150 214 260 
total shareholder return 
— TRANSALTA ----- TSE 300 mms TSE UTILITIES 


This is what $100 invested six years ago in each of 
TransAlta, the TSE 300 Index and the TSE Utilities 
Index would be worth today. This graph assumes you 
re-invest all of the dividends paid. 
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1998 monthly market price & volume 
*TSE CLOSING PRICE @§ VOLUME 


In 1998, TransAlta maintained the share price 
improvements achieved in 1997, while volume 
of shares traded increased. 
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($ PER SHARE) 


10 year trading range & market value vs. book value 
—*~ MARKET VALUE -*~ BOOK VALUE & TRADING RANGE 


The difference between TransAlta’s share price and book 
value has doubled since 1989, which shows growing 
confidence in earnings prospects and investment yield. 
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10 year market capitalization 


TransAlta’s market capitalization has grown 
by $1.7 billion in the past 10 years. 


74 


BOARD 


OF DIRECTORS 


Lawrence I. Bell 


Mr. Bell, a resident of Vancouver, BC, has been a director of 
TransAlta since 1992. He is president and chief executive 
officer of Shato Holdings Ltd., and chairman of White 
Spot Limited, a subsidiary of Shato Holdings. Mr. Bell 
was chairman and chief executive officer of B.C. Hydro 
and Power Authority. He is a board member of BC Gas, 
International Forest Products and the University of 
British Columbia. 


Jack C. Donald 


Mr. Donald, a resident of Red Deer, AB, has been a 
director of TransAlta since 1993. Mr. Donald is president 
and chief executive officer of Parkland Industries Ltd. 

He is also vice-president and director of Brandt Industries 
Ltd., board chairman and director of the Canadian West- 
ern Bank and Canadian Western Trust, and a director of 
the Canadian Petroleum Products Institute. 


John T. Ferguson 


Mr. Ferguson, a resident of Edmonton, AB, has been a 
director of TransAlta since 1981. He was appointed chair 
of the board in 1998. He is chairman and a director of 
Princeton Developments Ltd., chairman and a director of 
Research Technology Management Inc., as well as a 
director of the Royal Bank of Canada and Suncor Inc. He 
is a senior member of the Conference Board Inc. of New 
York and a member of the World Presidents’ Association. 


Donna Soble Kaufman 


Mrs. Kaufman, a resident of Toronto, ON, has been a 
director of TransAlta since 1989. She is a director of 
Bell Canada Enterprises, Bell Canada International Inc., 
the CRB Foundation, the Research Advisory Committee 
and Baycrest Centre for Geriatric Care. She was formerly 
chairman and CEO of Selkirk Communications Ltd., and is a 
member of the Bars of Quebec and Ontario and of the 
Canadian and American Bar Associations. 


John S. Lane 


Mr. Lane, a resident of Toronto, ON, has been a director 
of TransAlta since 1993. He is senior vice-president, 
Investments, Sun Life Assurance Company of Canada. 
Mr. Lane is also a director of Sun Life Assurance Company 
of Canada (U.S.), Sun Life Trust, Spectrum United 
Mutual Funds, Sun Life Inversiones SA and McLean 
Budden. 


Christopher Hampson 


Mr. Hampson, a resident of London, England, has been a 
director of TransAlta since 1994. He is chairman of RMC 


Group plc., chairman of British Biotech, former chairman of 


Yorkshire Electricity Group plc., and a former director of 
Imperial Chemical Industries plc. (ICI). He is a non-execu- 
tive director of the SNC-Lavalin Group Inc., a member of 


the board of the UK Government Environment Agency and 


VP of England’s Combined Heat and Power Association. 


Charles H. Hantho 


Mr. Hantho, a resident of Toronto, ON, has been a director 
of TransAlta since 1992. He is chairman of Dofasco Inc. He 
is also a director of Inco Limited, Imasco Limited, AGRA 
Inc., Camco Inc. and Telemedia Communications Inc. Mr. 
Hantho is chairman of the board of governors of York 
University and a member of the Order of Canada. 


Louis D. Hyndman 


Mr. Hyndman, a resident of Edmonton, AB, has been a 
director of TransAlta since 1986. He is a senior partner 
of the law firm Field Atkinson Perraton and held several 
ministerial appointments before becoming Provincial 
Treasurer of Alberta from 1979 to 1986. He is a director 
of BFC Construction Corporation, Canada Trust, Enbridge 
Inc., Melcor Developments and Oxford Properties Group 
Inc. Mr. Hyndman is a member of the Order of Canada. 


J. Wallace Madill 


Mr. Madill, a resident of Calgary, AB, has been a director 
of TransAlta since 1978. Mr. Madill served as chief 
executive officer of the Alberta Wheat Pool for 20 years 
and is president of J. Wallace Madill and Associates. 

He is a director of Fording Coal Limited, past president 
of the Calgary Chamber of Commerce and a former 
board member of the Calgary Foundation. 


Stephen G. Snyder 


Mr. Snyder, a resident of Calgary, AB, has been a director 
of TransAlta since 1996. He is the president and chief 
executive officer of TransAlta Corporation and a member 
of the board of directors of Spar Aerospace Limited, 
Canadian Hunter Exploration Ltd., Zenon Environmental 
Inc. and the Conference Board of Canada. Mr. Snyder is 
also a member of the Business Council on National 
Issues and the World Business Council for Sustainable 
Development. 


Ralph A. Thrall, Jr. 


Mr. Thrall, a resident of Lethbridge, AB, has been a 
director of TransAlta since 1981. Mr. Thrall is president 
of McIntyre Ranching Company Limited. He is also 
president of the Kainai Chieftainship and is a member 
of the Board of Regents of Augustana University College. 
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Audit, Environment and Risk Management Committee 
Responsible for reviewing and inquiring into matters affect- 
ing financial reporting, the risks inherent in the business and 
environmental regulation of the corporation's activities. 
This committee met nine times in 1998. Committee Chair: 
J.W. Madill. Members: J.T. Ferguson, L.D. Hyndman, 

D.S. Kaufman and R.A. Thrall, Jr. 


Human Resources Committee 

Responsible for reviewing and recommending executive — 
compensation programs, succession plans and acting as 
steward for the corporate pension plan. This committee 
met five times in 1998. Committee Chair: C.H.Hantho. 
Members: L.I. Bell, J.C. Donald, J.T. Ferguson, C. Hampson 
and J.W, Madill. eee. 


Nominating and Corporate Governance Committee 
Responsible for the composition and compensation of 

the board of directors and for developing the company’s 

approach to governance issues. This committee met six 

times in 1998. Committee Chair: D.S. Kaufman. Members: 
J.T. Ferguson, C.H. Hantho and J.S. Lane. 


1998 Changes 


John Ferguson accepted the position of chair of the board 
following Dick Haskayne’s resignation. Mr. Haskayne served. 
as a director for seven years and in the last two years he 
served as chair of the board. Mr. Ferguson has been a 
member of TransAlta’s board since 1981. 


TransAlta regretfully accepted the retirement of Walter 
Saponja after 37 years of dedicated service to the organi- 
zation. Mr. Saponja also resigned his seat on the company’s 
board of directors. Mr. Saponja is enjoying his retirement 
with his wife Carol. 


Dawn Farrell, Murray Nelson, John Tapics and Jim Dinning 
were appointed officers of TransAlta Corporation. These 
appointments reflect the company’s re-organization to focus 
on business segments. 


Michael Pavey and Alister Cowan resigned as officers of 
TransAlta Corporation. Mr. Pavey maintains a consulting 
relationship with TransAlta. Mr. Cowan accepted a position 
as chief financial officer with TransAlta New Zealand. 


Printed on recycled paper, 
20% post-consumer fibre. 


TransAl ta 


TransAlta Corporation 

Box 1900, Station “M” 

110 -—12th Avenue S.W. 

Calgary, Alberta Canada T2P 2M1 
toll free in Canada: 1.800.387.3598 
phone: 403.267.2520 

fax: 403.267.2590 


web site: www.transalta.com 


